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NOTICES 


OFFICE  OF  MANAGEMENT  AND 
BUDGET 

CIRCULAR  A-21— COST  PRINOPLES  FOR 
EDUCATIONAL  INSTITUTIONS 

This  notice  revises  Federal  Manage¬ 
ment  Circular  73-8.  It  will  be  renum¬ 
bered  OMB  Circular  No.  A-21.  The  re¬ 
vision  originated  from  recommenda¬ 
tions  made  by  the  Department  of 
Health.  Education,  and  Welfare  after 
urging  by  the  House  and  Senate  Ap¬ 
propriations  Committees. 

On  March  10.  1978,  the  Office  of 
Management  and  Budget  published  a 
proposed  revision  in  the  Federal  Reg¬ 
ister  for  comment.  In  response  to  the 
publication,  we  received  approximate¬ 
ly  300  letters  from  Membeis  of  Con¬ 
gress.  Federal  agencies,  university  ad¬ 
ministrators.  faculty  members,  profes¬ 
sional  associations,  and  members  of 
the  public. 

There  follows  a  summary  of  the 
major  comments  grouped  by  subject, 
and  a  response  to  each,  including  a  de¬ 
scription  of  any  changes  made  as  a 
result  of  the  comment.  In  addition  to 
the  changes  described  specifically, 
other  changes  have  been  made  to  im¬ 
prove  clarity,  readability,  and  preci¬ 
sion:  and  to  reduce  the  burden  of  com¬ 
pliance  as  much  as  possible. 

For  further  information,  contact  Mr. 
John  J.  Lordan,  Chief,  Financial  Man¬ 
agement  Branch,  Office  of  Manage¬ 
ment  and  Budget.  New  Executive 
Office  Building,  726  Jackson  Place. 
N.W..  Washington.  D.C.  20503,  (202) 
395-6823. 

Purpose 

Comment.  Several  commentators 
pointed  out  that  the  proposed  revision 
contained  too  much  detail,  and  that  it 
seemed  to  establish  cost  accounting 
procedures  and  instructions,  rather 
than  cost  accounting  principles. 

Response.  In  our  opinion,  the  revi¬ 
sion  does  not  change  the  fundamental 
nature  of  the  Circular.  It  provised  for 
more  consistent  treatment  of  costs, 
and  clarifies  many  provisions  that 
were  considered  too  vague  and  which 
left  the  way  open  to  widely  varying  in¬ 
terpretations.  This  subject  is  covered 
in  more  detail  below  in  specific  com¬ 
ments  on  other  sections  of  the  Circu¬ 
lar. 

Comment.  Several  commentators 
had  a  favorable  reaction  to  the  provi¬ 
sion  which  says  that  agencies  are  not 
expected  to  place  additional  restric¬ 
tions  on  individual  items  of  cost. 

Response.  This  provision  remains  in 
the  Circular. 

Applicability 

Comment.  Several  commentators 
agreed  with  the  provision  which  ex¬ 
tends  regulations  of  the  Cost  Account¬ 
ing  Standards  Board  to  federally 


funded  research  and  development  cen¬ 
ters  operated  by  universities.  This  was 
a  coordinated  action  with  the  CASB, 
which  has  exempted  other  work  at 
universities  from  coverage. 

Response.  This  provision  remains  in 
the  Circular. 

Effective  Date 

Comment.  Several  commentators 
pointed  out  the  need  for  adequate 
time  for  implementation.  Some  sug¬ 
gested  a  two-year  transition  period. 

Response.  The  Circular  now  estab¬ 
lishes  an  effective  date  of  October  1, 
1979,  and  saj^s  that  implementation 
will  begin  in  the  institution’s  first 
fiscal  year  beginning  after  that  date. 
This  can  be  speeded  up  or  extended 
with  the  agreement  of  the  cognizant 
Federal  agency.  We  would  expect  this 
provision  to  be  used  to  assure  an  or¬ 
derly  phase  in  of  new  provisions  such 
as  the  accounting  for  tuition  remission 
and  specialized  service  facilities. 

Definition  of  Terms 

Comment.  Many  commentators 
stated  that  “other  sponsored  activi¬ 
ties”  should  not  include  agricultural 
extension  programs,  which  had  been 
cited  as  an  example. 

Response.  This  example  has  been  re¬ 
moved  from  the  Circular  and  we  are 
now  studying  a  request  to  exempt  this 
program  from  coverage  by  the  Circu¬ 
lar. 

Indirect  Costs 

Comment.  Many  commentators  ob¬ 
jected  to  the  inclusion  of  a  standard 
allocation  method  to  be  used  for  each 
of  the  categories  of  indirect  cost. 

Response.  The  Circular  has  been  re¬ 
vised  to  more  clearly  state  that  the 
standard  allocation  method  is  used 
only  in  the  absence  of  a  cost  analysis 
study,  or  a  mutual  agreement  between 
the  institution  and  the  cognizant 
agency  on  use  of  a  different  method. 

Comment.  Several  commentators 
argued  that  it  was  inequitable  to  allo¬ 
cate  depreciation  on  certain  capital 
improvements  on  a  standard  base  of 
unweighted  headcount  of  students  and 
employees. 

Response.  The  unweighted  head- 
count  base  has  been  replaced  by  a  full¬ 
time  equivalent  base. 

Comment.  As  proposed,  the  modified 
total  direct  cost  base  consisted  of  sala¬ 
ries  and  wages,  fringe  benefits,  materi¬ 
als  and  supplies,  travel,  and  subgrants 
and  subcontracts  up  to  $5,000  each. 
Several  commentators  proposed  an  in¬ 
crease  in  the  dollar  level  of  subgrants 
and  subcontracts.  Suggestions  ranged 
from  $10,000  to  $50,000. 

Response,  The  amount  has  been 
raised  to  $25,000. 

Comment,  A  number  of  commenta¬ 
tors  objected  to  the  use  of  the  number 
of  sponsored  agreements  as  the  stand¬ 


ard  base  for  allocating  the  costs  of 
sponsored  projects  administration. 

Response.  The  standard  allocation 
base  has  been  changed  to  modified 
total  direct  costs. 

Library  Expenses 

Comment.  Many  commentators  ob¬ 
jected  to  the  unweighted  headcount 
base  for  allocating  library  expenses. 

Response.  The  unweighted  head- 
count  base  has  been  changed  to  the 
full-time  equivalent  base. 

Student  Administration  and  Services 

Comment.  Several  commentators  ob¬ 
jected  that  the  Circular  would  not  rec¬ 
ognize  student  administration  and 
service  costs  as  applicable  to  the  spon¬ 
sored  agreements.  They  contended 
that  these  services  benefit  all  stu¬ 
dents,  including  those  employed  by 
the  institution. 

Response.  The  standard  base  for  al¬ 
locating  student  service  costs  would 
call  for  allocation  to  the  instruction 
function,  and  subsequently  to  any 
sponsored  agreement  in  that  function. 

Determination  and  Application  of 
Indirect  Costs  or  Rates 

Comment.  Several  commentators  ob¬ 
jected  to  the  use  of  modified  total 
direct  cost  as  the  standard  base  for  al¬ 
locating  indirect  costs  to  sponsored 
agreements. 

Response.  The  definition  has  been 
modified  to  include  all  subgrants  and 
subcontracts  up  to  $25,000  each. 

Compensation  for  Personal  Services 

Comment.  Several  commentators  ob¬ 
jected  to  the  frequency  of  personnel 
activity  reports. 

Response.  Compared  to  present  re¬ 
quirements.  frequency  has  been  re¬ 
duced  from  monthly  to  once  an  aca¬ 
demic  term.  Also,  the  Circular  has 
been  clarified  to  explain  that  employ¬ 
ees  whose  salaries  and  wages  are  not 
charged  direct,  or  not  involved  in  the 
distribution  of  indirect  costs  would  not 
be  included  in  the  reporting  system. 

Comment,  Several  commentators 
criticized  applying  the  monitored 
workload  system  only  to  professional 
employees. 

Response.  Introducing  the  moni¬ 
tored  workload  concept  for  profession¬ 
al  employees  recognizes  that  their  ac¬ 
tivities  cannot  be  measured  with  the 
same  degree  of  accuracy  as  nonprofes¬ 
sionals.  We  believe  that  the  monitored 
workload  alternative  represents  a  good 
balance  between  reducing  paperwork 
and  achieving  an  acceptable  level  of 
accountability. 

Depreciation  and  Use  Allowances 

Comment.  Several  commentators 
stated  that  the  requirement  for  a 
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physical  equipment  inventory  every 
two  years  was  burdensome. 

Response.  The  two-year  Inventory 
requirement  remains.  However,  it  has 
been  clarified  to  recognize  that  statis¬ 
tical  sampling  techniques  may  be  used 
in  making  the  inventory.  We  believe 
an  institution  wishing  to  recover  de¬ 
preciation  or  use  allowances  on  equip¬ 
ment  must  take  the  normal  business 
precaution  of  assuring  by  physical  in¬ 
ventory  that  the  equipment  is  still  on 
hand. 

Equipment  and  Other  Capital 
Expenditures 

Comment.  Many  commentators  re- 
commeded  that  the  definition  of 
equipment  be  changed  from  an  acqui¬ 
sition  cost  of  $300  and  a  useful  life  of 
more  than  one  year.  The  most 
common  suggestion  was  $500  and  a 
useful  life  of  more  than  two  years. 

Response.  The  Circular  has  been 
amended  to  define  equipment  as  tangi¬ 
ble  personal  property  having  a  useful 
life  of  more  than  two  years  and  an  ac¬ 
quisition  cost  of  $500  or  more  per  unit. 

Scholarships  and  Student  Aid  Costs 

Comment.  Some  commentators  ob¬ 
jected  to  the  provision  that  tuition  re¬ 
mission  for  student  employees  be 
treated  as  a  direct  charge  to  sponsored 
agreements.  ^ 

Response.  The  Circular  would  not 
prohibit  tuition  remission  as  an  indi¬ 
rect  cost  in  all  cases.  It  would  require 
that  tuition  remission  be  treated  as  a 
direct  or  indirect  cost  in  accordance 
with  the  actual  work  being  performed. 
This  is  consistent  with  the  general 
rules  stated  earlier  in  the  Circular  and 
with  basic  principles  of  cost  account¬ 
ing. 

Comment.  Some  commentators 
stated  that  the  tuition  remission  provi¬ 
sion  would  discriminate  against  out-of- 
state  students.  Since  the  tuition  they 
would  ordinarily  pay  at  State  universi¬ 
ties  is  higher  than  that  of  in-state  stu¬ 
dents,  their  remission  would  be  higher, 
thereby  encouraging  research  faculty 
to  favor  in-state  graduate  assistants. 

Response.  The  Circular  has  been 
modified  to  permit  tuition  remission  to 
be  charged  on  an  average  rate  basis. 

Specialized  Service  Facilities 

Comment.  Many  commentators  ob¬ 
jected  to  the  inclusion  of  “animal  re¬ 
sources  centers”  as  a  specialized  serv¬ 
ice  facility. 

Response.  “Animal  resource  centers” 
has  been  deleted  as  an  example,  but 
may  be  treated  as  a  specialized  service 
facility  as  circumstances  dictate  at 
each  institution. 

Comment.  Many  commentators  cited 
the  possibility  that  including  indirect 
costs  in  the  charges  for  specialized 
service  facilities  might  raise  the  appar¬ 
ent  cost  of  the  services  to  such  a  high 


level  that  research  faculty  would  de¬ 
cline  to  use  them.  They  also  cited 
unique  situations  where  it  might  be 
appropriate  to  recover  less  than  the 
full  cost  of  a  specialized  service  facili¬ 
ty. 

Response.  The  Circular  provides 
that  normally  charges  for  these  serv¬ 
ices  should  include  both  direct  and  in¬ 
direct  costs.  It  allows  for  exclusion  of 
indirect  costs  where  not  material  in 
amount. 

Velma  N.  Baldwin, 
Assistant  to  the  Director 
for  Administration. 

Executive  Office  of  the  President, 
Office  of  Management  and  Budget, 

>  Washington,  D.C.,  February  26,  1979. 

[Circular  No.  A-21,  Revised] 

To  the  Heads  of  Executive  Departments 
and  Establishments. 

Subject:  Cost  principles  for  educational  in¬ 
stitutions. 

1.  Purpose.  This  circular  establishes  prin¬ 
ciples  for  determining  costs  applicable  to 
grants,  contracts,  and  other  agreements 
with  educational  institutions.  The  principles 
deal  with  the  subject  of  cost  determination, 
and  make  no  attempt  to  identify  the  cir¬ 
cumstances  or  dictate  the  extent  of  agency 
and  institutional  participation  in  the  financ¬ 
ing  of  a  particular  project.  The  principles 
are  designed  to  provide  that  the  Federal 
Government  bear  its  fair  share  of  total 
costs,  determined  in  accordance  with  gener¬ 
ally  accepted  accounting  principles,  except 
where  restricted  or  prohibited  by  law.  Agen¬ 
cies  are  not  expected  to  place  additional  re¬ 
strictions  on  individual  items  of  cost.  Provi¬ 
sion  for  profit  or  other  increment  above  cost 
is  outside  the  scope  of  this  Circular. 

2.  Supersession.  The  Circular  supersedes 
Federal  Management  Circular  73-8,  dated 
December  19,  1973.  FMC  73-8  is  revised  and 
reissued  under  its  original  designation  of 
OMB  Circular  No.  A-21. 

3.  Applicability. 

a.  All  Federal  agencies  that  sponsor  re¬ 
search  and  development,  training,  and  other 
work  at  educational  institutions  shall  apply 
the  provisions  of  this  Circular  in  determin¬ 
ing  the  costs  incurred  for  such  work.  The 
principles  shall  also  be  used  as  a  guide  in 
the  pricing  of  fixed  price  or  lump  sum 
agreements. 

b.  In  addition.  Federally  Funded  Research 
and  Development  Centers  associated  with 
educational  institutions  shall  be  required  to 
comply  with  the  Cost  Accounting  Stand¬ 
ards,  rules  and  regulations  issued  by  the 
Cost  Accounting  Standards  Board,  and  set 
forth  in  4  CFR  Ch.  Ill:  provided  that  they 
are  subject  thereto  under  defense  related 
contracts. 

4.  Responsibilities.  The  successful  appli¬ 
cation  of  cost  accounting  principles  requires 
development  of  mutual  understanding  be¬ 
tween  representatives  of  educational  institu¬ 
tions  and  of  the  Federal  Government  as  to 
their  scope,  implementation,  and  interpreta¬ 
tion. 

5.  Attachment  The  priniciples  and  related 
policy  guides  are  set  forth  in  the  Attach¬ 
ment,  "Principles  for  determining  costs  ap¬ 
plicable  to  grants,  contracts,  and  other 
agreements  with  educational  institutions.” 

6.  Effective  date.  The  provisions  of  this 
Circular  shall  be  effective  October  1,  1979. 


The  provisions  shall  be  implemented  by  in¬ 
stitutions  as  of  the  start  of  their  first  fiscal 
year  beginning  after  that  date.  Earlier  im¬ 
plementation.  or  a  delay  in  implementation 
of  individual  provisions,  is  permitted  by 
mutual  agreement  between  an  institution 
and  the  cognizant  Fedral  agency. 

7.  Inguiries.  Further  information  concern¬ 
ing  this  Circular  may  be  obtained  by  con¬ 
tacting  the  Financial  Management  Branch, 
Budget  Review  Division,  Office  of  Manage¬ 
ment  and  Budget,  Washington,  D.C.  20503, 
telephone  (202)  395-6823. 

James  T.  McIntyre,  Jr., 
Director. 

Principles  for  Determining  Costs  Applica¬ 
ble  TO  Grants,'  Contracts,  and  Other 

Agreements  With  Educational  Institu¬ 
tions 
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R.  CERTIFIC.VnON  OF  CHARGES 

Principles  for  Determining  Costs  Applica¬ 
ble  TO  Grants,  Contracts,  and  Other 

Agreements  With  Educational  Institu¬ 
tions 

A.  purpose  and  scope 

1,  Objective.  This  Attachment  provides 
principles  for  determning  the  costs  applica¬ 
ble  to  research  and  development,  training, 
and  other  sponsored  work  performed  by  col¬ 
leges  and  universities  under  grants,  con¬ 
tracts,  and  other  agreements  with  the  Fed¬ 
eral  Government.  These  agn^rnents  are  re¬ 
ferred  to  as  sponsored  agreements. 

2.  Policy  guides.  The  successful  applica¬ 
tion  of  these  cost  accounting  principles  re¬ 
quires  development  of  mutual  understand¬ 
ing  between  representatives  of  universities 
and  of  the  Federal  Government  as  to  their 


scope,  implementation,  and  interpretation. 
It  is  recognized  that— 

a.  The  arrangements  for  Federal  agency 
and  institutional  participation  in  the  financ¬ 
ing  of  a  research,  tranining,  or  other  project 
are  properly  subject  to  negotiation  between 
the  agency  and  the  institution  concerned,  in 
accordance  wdth  such  Government-wide  cri¬ 
teria  or  legal  requirements  as  may  be  appli¬ 
cable. 

b.  Each  institution,  possessing  its  own 
unique  combination  of  staff,  facilities,  and 
experience,  should  be  encouraged  to  con¬ 
duct  research  and  educational  activities  in  a 
manner  consonant  with  its  own  academic 
philosophies  and  institutional  objectives. 

c.  The  dual  role  of  students  engaged  in  re¬ 
search  and  the  resulting  benefits  to  spon¬ 
sored  agreements  are  fundamental  to  the 
research  effort  and  shall  be  recognized  in 
the  application  of  these  principles. 

d.  Each  institution,  in  the  fulfillment  of 
its  obligations,  should  employ  .sound  man¬ 
agement  practices. 

e.  The  application  of  these  cost  account¬ 
ing  principles  should  require  no  significant 
changes  in  the  generally  accepted  account¬ 
ing  practices  of  colleges  and  universities. 
However,  the  accounting  practices  of  indi¬ 
vidual  colleges  and  universities  must  sup¬ 
port  the  accumulation  of  costs  as  required 
by  the  principles,  and  must  provide  for  ade¬ 
quate  documentation  to  support  costs 
charged  to  sponsored  agreements. 

f.  Cognizant  Federal  agencies  involved  in 
negotiating  indirect  cost  rates  and  auditing 
should  assure  that  institutions  are  generally 
applying  these  cost  accounting  principles  on 
a  consistent  basis.  Where  wide  variations 
exist  in  the  treatment  of  a  given  cost  item 
among  institutions,  the  reasonableness  and 
equitableness  of  such  treatments  should  be 
fully  considered  during  the  rate  negotia¬ 
tions  and  audit. 

3.  Application.  These  principles  shall  be 
used  in  determining  the  allowable  costs  of 
work  performed  by  colleges  and  universities 
under  sponsored  agreements.  The  principles 
shall  also  be  used  in  determining  the  costs 
of  work  performed  by  such  institutions 
under  subgrants,  cost-reimbursement  sub¬ 
contracts,  and  other  awards  made  to  them 
under  sponsored  agreements.  They  also 
sliall  be  used  as  a  guide  in  the  pricing  of 
fixed-price  contracts  and  subcontracts 
where  costs  are  used  in  determining  the  ap¬ 
propriate  price.  The  principles  do  not  apply 
to: 

a.  Arrangements  under  which  Federal  fi¬ 
nancing  is  in  the  form  of  loans,  scholar¬ 
ships,  fellowship.s,  trainee.ships,  or  other 
fixed  amounts  based  on  such  items  as  edu¬ 
cation  allowance  or  published  tuition  rates 
and  fees  of  an  institution. 

b.  Capitation  awards. 

c.  Other  awards  under  which  the  institu¬ 
tion  is  not  required  to  account  to  the  Gov¬ 
ernment  for  actual  costs  incurred. 

B.  definition  of  terms 

1.  Major  functions  of  an  instilutioii  refers 
to  instruction  (includes  departmental  re¬ 
search),  organized  research,  other  sponsored 
activities,  and  other  institutional  activities 
as  defined  below: 

a.  Instruction  means  the  teaching  and 
training  activities  of  an  institution.  Except 
for  research  training  as  provided  in  c  below, 
this  term  includes  all  teaching  and  training 
activities,  whether  they  are  offered  for  cred¬ 
its  tow’ard  a  degree  or  certificate  or  on  a 
noncredit  basis,  and  whether  they  are  of¬ 


fered  through  regular  academic  depart¬ 
ments  or  separate  divisions,  such  as  summer 
school  division  or  an  extension  division. 

b.  Departmental  research  means  all  re¬ 
search  and  development  activities  that  are 
not  organized  research  and.  consequently, 
are  not  separately  budgeted  and  accounted 
for.  Departmental  research,  for  purposes  of 
this  document,  is  not  considered  as  a  major 
function  of  an  institution  but  as  a  part  of 
the  instruction  function  of  the  institution. 

c.  Organized  research  means  all  research 
and  development  activities  of  an  institution 
that  are  separately  budgeted  and  accounted 
for.  This  terra  includes  research  and  devel¬ 
opment  activities  that  ase  sponsored  by  Fed¬ 
eral  and  non-Federal  agencies  and  organiza¬ 
tions,  as  well  as  those  that  are  separately 
bedgeted  by  the  institution  under  an  inter¬ 
nal  allocation  of  institutional  funds.  It  also 
includes  activities  involving  the  training  of 
individuals  in  research  techniques  (commoly 
called  research  training)  where  such  activi¬ 
ties  utilize  the  same  facilities  as  other  re¬ 
search  and  development  activities,  and 
where  such  activities  are  not  included  in  the 
instruction  function.  The  costs  of  organized 
research  and  development  activities  include 
all  costs  incurred  by  the  institution  in  per¬ 
forming  the  activities. 

d.  Other  sponsored  activities  means  pro¬ 
grams  and  projects  financed  by  Federal  and 
non-Federal  agencies  and  organizations 
which  involve  the  performance  of  work 
other  than  instruction  and  organized  re¬ 
search.  Examples  of  such  programs  and  pro¬ 
jects  are  health  service  projects,  and  com¬ 
munity  service  programs.  However,  when 
any  of  these  activities  are  undertaken  by 
the  institution  without  outside  support, 
they  may  be  classified  as  other  institutional 
activities. 

e.  Other  institutional  activities  means  all 
activities  of  an  institution  except:  (1)  in¬ 
struction,  departmental  research,  organized 
research,  and  other  sponsored  activities,  as 
defined  above;  (2)  indirect  cost  activities  in- 
dentified  in  Section  F;  and  (3)  specialized 
service  facilities  described  in  Section  J38. 
Other  institutional  activities  include  oper¬ 
ation  of  residence  halls,  dining  halls,  hospi¬ 
tals  and  clinics,  student  unions,  intercolle¬ 
giate  athletics,  bookstores,  faculty  housing, 
student  apartment,  guest  houses,  chapels, 
theaters,  public  museums,  and  other  similar 
auxiliary  enterprises.  This  definition  also  in¬ 
cludes  any  other  categories  of  activities, 
costs  of  which  are  “unallowable"  to  spon¬ 
sored  agi  cements,  unless  otherw'ise  indicat¬ 
ed  in  the  agreements. 

2.  Sponsored  agreement,  for  purpo.ses  of 
this  circular,  means  any  grant,  contract,  or 
other  agreement  between  the  institution 
and  the  Federal  Government. 

3.  Allocation  means  the  proccjis  of  assign¬ 
ing  a  .  ost,  or  a  group  of  costs,  to  one  or 
more  cost  objective,  in  reasonable  and  real¬ 
istic  proportion  to  the  benefit  provided  or 
other  equitable  relationship.  A  cost  objec¬ 
tive  may  be  a  major  function  of  the  institu¬ 
tion,  a  particular  service  or  project,  a  spon¬ 
sored  agreement,  or  an  indirect  cost  activity, 
as  described  in  Section  F.  The  process  may 
entail  assigning  a  cosUs)  directly  to  a  final 
cost  objective  or  through  one  or  more  inter¬ 
mediate  cost  objectives. 

C.  BASIC  CONSIDERATIONS 

1.  Composition  of  total  costs.  The  co.st  of  a 
sponsored  agreement  is  comprised  of  the  al¬ 
lowable  direct  costs  incident  to  its  perform¬ 
ance.  plus  the  allocable  portion  of  the  allow- 
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able  indirect  costs  of  the  institution,  less  ap¬ 
plicable  credits  as  described  in  5  below. 

2.  Factors  affecting  allowability  of  costs. 
The  tests  of  allowability  of  costs  under 
these  principles  are:  (a)  they  must  be  rea¬ 
sonable;  (b)  they  must  be  allocable  to  spon¬ 
sored  agreements  under  the  principles  and 
methods  provided  herein;  (c)  they  must  be 
given  consistent  treatment  through  applica¬ 
tion  of  those  generally  accepted  accounting 
principles  appropriate  to  the  circumstances; 
and  (d)  they  must  conform  to  any  limita¬ 
tions  or  exclusions  set  forth  in  these  princi¬ 
ples  or  in  the  sponsored  agreement  as  to 
types  or  amounts  of  cost  items. 

3.  Reasonable  costs.  A  cost  may  be  consid¬ 
ered  reasonable  if  the  nature  of  the  goods 
or  services  acquired  or  applied,  and  the 
amount  involved  therefor,  reflect  the  action 
that  a  prudent  person  would  have  taken 
under  the  circumstances  prevailing  at  the 
time  the  decision  to  incur  the  cost  was 
made.  Major  considerations  involved  in  the 
determination  of  the  reasonableness  of  a 
cost  are:  (a)  whether  or  not  the  cost  is  of  a 
type  generally  recognized  as  necessary  for 
the  operation  of  the  institution  or  the  per¬ 
formance  of  the  sponsored  agreement;  (b) 
the  restraints  or  requirements  imposed  by 
such  factors  as  arm’s-length  bargaining. 
Federal  and  State  laws  and  regulations,  and 
sponsored  agreement  terms  and  conditions; 

(c)  whether  or  not  the  individuals  concerned 
acted  with  due  prudence  in  the  circum¬ 
stances,  considering  their  responsibilities  to 
the  institution,  it  employees.  It  students,  the 
Govenunent,  and  the  public  at  large;  and 

(d)  the  extent  to  which  the  actions  taken 
with  respect  to  the  incurrence  of  the  cost 
are  consistent  with  established  institutional 
policies  and  practices  applicable  to  the  work 
of  the  institution  generally,  including  spon¬ 
sored  agreements. 

4.  Allocable  costs. 

a.  A  cost  is  allocable  to  a  particular  cost 
objective  (i.e.,  a  specific  function,  project, 
sponsored  agreement,  department,  or  the 
like)  if  the  goods  or  services  involved  are 
chargeable  or  assignable  to  such  cost  objec¬ 
tive  in  accordance  with  relative  benefits  re¬ 
ceived  or  other  equitable  relationship.  Sub¬ 
ject  to  the  foregoing,  a  cost  is  allocable  to  a 
sponsored  agreement  if  (1)  it  is  incurred 
solely  to  advance  the  work  under  the  spon¬ 
sored  agreement;  (2)  Its  benefits  both  the 
sponsored  agreement  and  other  work  of  the 
institution,  in  proportions  that  can  be  ap¬ 
proximated  through  use  of  reasonable 
methods,  or  (3)  It  is  necessary  to  the  overall 
operation  of  the  institution  and,  in  light  of 
the  principles  provided  in  this  Circular,  is 
deemed  to  be  assignable  in  part  to  spon¬ 
sored  projects.  Where  the  purchase  of 
equipment  or  other  capital  items  is  specifi¬ 
city  authorized  under  a  sponsored  agree¬ 
ment,  the  amounts  thus  authorized  for  such 
purchases  are  assignable  to  the  sponsored 
agreement  regardless  of  the  use  that  may 
subsequently  be  made  of  the  equipment  or 
other  capitaJ  items  involved. 

b.  Any  costs  allocable  to  a  particular  spon¬ 
sored  agreement  under  the  standards  pro¬ 
vided  in  this  Circular  may  not  be  shifted  to 
other  sponsored  agreements  in  order  to 
meet  deficiencies  caused  by  overruns  or 
other  fund  considerations,  to  avoid  restric¬ 
tions  imposed  by  law  or  by  terms  of  the 
sponsored  agreement,  or  for  other  reasons 
of  convience. 

5.  Applicable  credits. 

a.  The  term  applicable  credits  refers  to 
those  receipts  or  negative  expenditures  that 


operate  to  offset  or  reduce  direct  or  indirect 
cost  items.  Typical  examples  of  such  trans¬ 
actions  are:  purchase  discounts,  rebates,  or 
allowances;  recoveries  or  indemnites  on 
losses;  and  adjustments  of  overpayments  or 
erroneous  charges.  This  term  also  includes 
“educational  discounts”  on  products  or  serv¬ 
ices  provided  specifically  to  educational  in¬ 
stitutions,  such  as  discounts  on  computer 
equipment,  except  where  the  arrangement 
is  clearly  and  explicitly  identified  as  a  gift 
by  the  vendor. 

b.  In  some  instances,  the  amounts  received 
from  the  Federal  Government  to  finance  in¬ 
stitutional  activities  or  service  operations 
should  be  treated  as  applicable  credits.  Spe¬ 
cifically.  the  concept  of  netting  such  credit 
items  against  related  expenditures  should 
be  applied  by  the  institution  in  determining 
the  rates  or  amounts  to  be  charged  to  spon¬ 
sored  agreements  for  services  rendered 
whenever  the  facilities  or  other  resources 
used  in  providing  such  services  have  been  fi¬ 
nanced  directly,  in  whole  or  in  part,  by  Fed¬ 
eral  funds.  (See  Sections  F8,  J9a.  and  J38 
for  areas  of  potential  application  in  the 
matter  of  direct  Federal  financing.) 

6.  Costs  incurred  by  State  and  local  gov¬ 
ernments.  Costs  incurred  or  paid  by  State  or 
local  governments  on  behaJf  of  their  col¬ 
leges  and  universiti^  for  fringe  benefit  pro¬ 
grams  such  as  pension  costs  and  FICA  and 
any  other  costs  specifically  incurred  on 
behalf  of,  and  in  direct  benefit  to,  the  insti¬ 
tutions  are  allowable  costs  of  such  institu¬ 
tions  whether  or  not  these  costs  are  record¬ 
ed  in  the  accounting  records  of  the  institu¬ 
tions.  subject  to  the  following: 

a.  The  costs  meet  the  requirements  of  Cl 
through  5  above. 

b.  The  costs  are  properly  supported  by 
cost  all(x:ation  plans  in  accordance  with  ap¬ 
plicable  Federal  cost  accounting  principles. 

c.  The  costs  are  not  otherwise  borne  di¬ 
rectly  or  indirectly  by  the  Federal  Govern¬ 
ment. 

7.  Limitations  on  allowance  of  costs. 
Sponsored  agreements  may  be  subject  to 
statutory  requirements  that  limit  the  allow¬ 
ance  of  costs.  When  the  maximum  amount 
allowable  under  a  limitation  is  less  than  the 
total  amount  determined  in  accordance  with 
the  principles  in  this  Circular,  the  amount 
not  recoverable  under  a  sponsored  agree¬ 
ment  may  not  be  charged  to  other  spon¬ 
sored  agreements. 

D.  DIRECT  COSTS 

1.  General.  Direct  costs  are  those  costs 
that  can  be  identified  specifically  with  a 
particular  sponsored  project,  and  instruc¬ 
tional  activity,  or  any  other  institutional  ac¬ 
tivity;  or  that  can  be  directly  assigned  to 
such  activities  relatively^easily  with  a  high 
degree  of  accuracy. 

2.  Application  to  sponsored  agreements. 
Identification  with  the  sponsored  work 
rather  than  the  nature  of  the  goods  and 
services  involved  is  the  determining  factor 
in  distinguishing  direct  from  indirect  costs 
of  sponsored  agreements.  Typical  costs 
charged  directly  to  a  sponsore  d  agreement 
are  the  compensation  of  employees  for  per¬ 
formance  of  work  under  the  sponsored 
agreement,  including  related  fringe  benefit 
costs  to  the  extent  they  are  consistently 
treated,  in  like  circumstances,  by  the  insti¬ 
tution  as  direct  rather  than  indirect  costs; 
the  costs  of  materials  consumed  or  expend¬ 
ed  in  the  performance  of  the  work;  and 
other  items  of  expense  incurred  for  the 
sponsored  agreement,  including  extraordi¬ 


nary  utility  consumption.  The  cost  of  mate¬ 
rials  supplied  from  stock  or  services  ren¬ 
dered  by  specialized  facilities  or  other  insti¬ 
tutional  service  operations  may  be  included 
as  direct  costs  of  sponsored  agreements,  pro¬ 
vided  such  items  are  consistently  treated,  in 
like  circumstances,  by  the  institution  as 
direct  rather  than  indirect  costs,  and  are 
charged  under  a  recognized  method  of  com¬ 
puting  actual  costs,  and  conform  to  general¬ 
ly  accepted  cost  accounting  practices  con¬ 
sistently  followed  by  the  institution. 

E.  INDIRECT  COSTS 

1.  General  Indirect  costs  are  those  that 
are  incurred  for  common  or  joint  objectives 
and  therefore  cannot  be  identified  readily 
and  specifically  with  a  particular  sponsored 
project,  and  instructional  activity,  or  any 
other  institutional  activity.  At  educational 
institutions  such  (X>sts  normally  are  classi¬ 
fied  under  the  following  indirect  cost  cate¬ 
gories:  depreciation  and  use  allowances,  gen¬ 
eral  administration  and  general  expenses, 
sponsored  projects  administration  expenses, 
operation  and  maintenance  expenses,  li¬ 
brary  expenses,  departmental  administra¬ 
tion  expenses,  and  student  administration 
and  services. 

2.  Criteria  for  distribution. 

3.  Base  period.  A  base  period  for  distribu¬ 
tion  of  indirect  costs  is  the  period  during 
which  the  costs  are  incurred.  The  base 
period  normally  should  coincide  with  the 
fiscal  year  established  by  the  institution, 
but  in  any  event  the  base  period  should  be 
so  selected  as  to  avoid  inequities  in  the  dis¬ 
tribution  of  (X)StS. 

b.  Need  for  cost  groupings.  The  overall  ob¬ 
jective  of  the  indirect  cost  allocation  process 
is  to  distribute  the  indirect  costs  described 
in  Section  F  to  the  major  functions  of  the 
institution  in  proportions  reasonably  con¬ 
sistent  with  the  nature  and  extent  of  their 
use  of  the  institution’s  resources.  In  order 
to  achieve  this  objective,  it  may  be  neces¬ 
sary  to  provide  for  selective  distribution  by 
establishing  separate  groupings  of  cost 
within  one  or  more  of  the  indirect  cost  cate¬ 
gories  referred  to  in  El  above.  In  general, 
the  cost  groupings  established  within  a  cate¬ 
gory  should  constitute,  in  each  case,  a  pool 
of  those  items  of  expense  that  are  consid¬ 
ered  to  be  of  like  nature  in  terms  of  their 
relative  contribution  to  (or  degree  of  re¬ 
moteness  from)  the  particular  cost  objec¬ 
tives  to  which  distribution  is  appropriate. 
Cost  groupings  should  be  established  consid¬ 
ering  the  general  guides  provided  in  c  below. 
Each  such  pool  or  cost  grouping  should 
then  be  distributed  individually  to  the  relat¬ 
ed  cost  objectives,  using  the  distribution 
base  or  method  most  appropriate  in  the 
light  of  the  guides  set  forth  in  d  below. 

c.  General  considerations  on  cost  group¬ 
ings.  The  extent  to  which  separate  cost 
groupings  and  selective  distribution  would 
be  appropriate  at  an  institution  is  a  matter 
of  judgment  to  be  determined  on  a  (»se-by- 
case  basis.  Typical  situations  which  may 
warrant  the  establishment  of  two  or  more 
separate  cost  groupings  (based  on  account 
classification  or  analysis)  within  an  indirect 
cost  category  include  but  are  not  limited  to 
the  following: 

(1)  Where  certain  items  or  categories  of 
expense  relate  solely  to  one  of  the  major 
functions  of  the  institution  or  to  less  than 
all  functions,  such  expenses  should  be  set 
aside  as  a  separate  cost  grouping  for  direct 
assignment  or  selective  allocation  in  accord¬ 
ance  with  the  guides  provided  in  E2b  and  d. 
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(2)  Where  any  types  of  expense  ordinarily 
treated  as  general  administration  or  depart¬ 
mental  administration  are  charged  to  spon¬ 
sored  agreements  as  direct  costs,  expenses 
applicable  to  other  activities  of  the  institu¬ 
tion  when  incurred  for  the  same  purposes  in 
like  circumstances  must,  through  separate 
cost  groupings,  be  excluded  from  the  indi¬ 
rect  costs  allocable  to  those  sponsored 
agreements  and  included  in  the  direct  cost 
of  other  activities  for  cost  allocation  pur¬ 
poses. 

(3)  Where  it  is  determined  that  certain  ex¬ 
penses  are  for  the  support  of  a  ser\'ice  unit 
or  facility  whose  output  is  susceptible  of 
measurement  on  a  workload  or  other  quan¬ 
titative  basis,  such  expenses  should  be  set 
aside  as  a  separate  cost  gouping  for  distribu¬ 
tion  on  such  basis  to  organized  research,  in¬ 
structional,  and  other  activities  at  the  insti¬ 
tution  or  w  ilhin  the  department. 

(4)  Where  activities  provide  their  own  pur¬ 
chasing,  personnel  administration,  building 
maintenance  or  similar  service,  the  distribu¬ 
tion  of  general  admini.st  ration  and  general 
espenses,  or  operation  and  maintenance  ex¬ 
penses  to  such  activities  should  be  accom¬ 
plished  tlirough  cost  grotipings  which  in¬ 
clude  only  that  portion  of  central  indirect 
costs  (such  as  for  overall  management) 
which  ave  properly  allocable  to  such  activi¬ 
ties. 

(5)  Where  the  institution  elects  to  treat 
fringe  benefits  as  indirect  charges,  such 
costs  should  be  set  aside  as  a  separate  cost 
grouping  for  selective  distribution  to  related 
cost  objectives. 

(6)  The  number  of  separate  cost  groupings 
within  a  category  should  be  held  within 
practical  limits,  after  taking  into  considera¬ 
tion  the  materiality  of  the  amounts  involved 
and  the  degree  of  precision  attainable 
through  less  selective  methods  of  distribu¬ 
tion. 

d.  Selection  of  distribution  method. 

(1)  Actual  conditions  must  be  taken  into 
account  in  selecting  the  method  or  ba.se  to 
be  used  in  distributing  individual  cost 
groupings.  The  essential  consideration  in  se¬ 
lecting  a  base  is  that  it  be  the  one  best 
suited  for  assigning  the  pool  of  costs  to  cost 
objectives  in  accordance  with  benefits  de¬ 
rived;  a  traceable  cause  and  effect  relation¬ 
ship:  or  logic  and  reason,  where  neither 
benefit  nor  cause  and  effect  relationship  is 
determinable. 

(2)  Where  a  cost  grouping  can  be  identi¬ 
fied  directly  with  the  cost  objective  benefit¬ 
ed.  it  should  be  assigned  to  that  cost  objec¬ 
tive. 

(3)  Where  the  expenses  in  a  cost  grouping 
are  more  general  in  nature,  the  distribution 
may  be  based  on  a  cost  analysis  study  which 
results  in  an  equitable  distribution  of  the 
costs.  Such  cost  analysis  studies  may  take 
into  considenation  weighting  factors,  popu¬ 
lation,  or  space  occupied  if  appropriate. 
Cost  analysis  studies,  however,  must  (a)  be 
appropriately  documented  in  sufficient 
detail  for  subsequent  review  by  the  cogni¬ 
zant  Federal  agency,  (b)  distribute  the  costs 
to  the  related  cost  objectives  in  accordance 
with  the  relative  benefits  derived,  (c)  be  sta¬ 
tistically  sound,  (d)  be  performed  specifical¬ 
ly  at  the  institution  at  which  the  results  are 
to  be  used,  and  (e)  be  reviewed  periodically, 
but  not  less  frequently  than  every  two 
years,  updated  if  necessary,  and  used  con¬ 
sistently.  Any  assumptions  made  in  the 
study  must  be  stated  and  explained.  The  use 
of  cost  analysis  studies  and  periodic  changes 


in  the  method  of  cost  distribution  must  be 
fully  justified. 

(4)  If  a  co.st  analysis  study  is  not  per¬ 
formed,  or  if  the  study  does  not  result  in  an 
equitable  distribution  of  the  (X)sts,  the  dis¬ 
tribution  shall  be  made  in  accordance  with 
the  appropriate  base  cited  in  Section  F., 
unless  one  of  the  following  conditions  is 
met;  (a)  it  can  be  demonstrated  that  the  use 
of  a  different  base  would  result  in  a  more 
equitable  allocation  of  the  costs,  or  that  a 
more  readily  available  base  would  not  in¬ 
crease  the  costs  ch.arged  to  sponsored  agree¬ 
ments,  or  (b)  the  institution  qualifies  for, 
and  elects  to  u.se,  the  simplified  method  for 
computing  indirect  cost  rates  described  in 
Section  H. 

e.  Order  of  Distribution. 

(1)  Indirect  cost  categories  consist  of  de¬ 
preciation  and  use  allowance,  operation  and 
maintenance,  general  administration  and 
general  expenses,  departmental  administra¬ 
tion,  sponsored  projects  administration,  li¬ 
brary.  and  student  administration  and  serv¬ 
ices.  as  described  in  Section  F. 

(2)  Depreciation  and  use  allowances,  oper¬ 
ation  and  maintenance  expenses,  and  gener¬ 
al  administrative  and  general  expenses 
should  be  allocated  in  that  order  to  the  re¬ 
maining  indirect  cost  categories  as  well  as  to 
the  major  functions  and  specialized  service 
facilities  of  the  institution.  Other  cost  cate¬ 
gories  may  be  allocated  in  the  order  deter¬ 
mined  to  be  most  appropriate  by  the  institu¬ 
tions.  When  cross  allocation  of  costs  is  made 
as  provided  in  (3)  below,  this  order  of  alloca¬ 
tion  docs  not  apply. 

(3)  Normally  an  indirect  cost  category  will 
be  considered  closed  once  it  has  been  allo¬ 
cated  to  other  cost  objectives,  and  costs  may 
not  be  subsequently  allocated  to  it.  Howev¬ 
er,  a  cross  allocation  of  costs  between  two  or 
more  indirect  cost  categories  may  be  used  if 
such  allocation  will  result  in  a  more  equita¬ 
ble  allocation  of  costs.  If  a  cross  allocation  is 
used,  an  appropriate  modification  to  the 
composition  of  the  indirect  cost  categories 
described  in  Section  F  is  required. 

F.  IDENTIFICATION  AND  ASSIGNMENT  OF 

•  INDIRECT  COSTS 

1.  Depreciation  and  use  allowances. 

a.  The  expenses  under  this  heading  are 
the  portion  of  the  costs  of  the  institution's 
buildings,  capital  improvements  to  land  and 
buildings,  and  equipment  which  are  comput¬ 
ed  in  accordance  with  Section  J9. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated  in 
the  following  manner; 

(1)  Depreciation  or  use  allowances  on 
buildings  used  exclusively  in  the  conduct  of 
a  single  function,  and  on  capital  improve¬ 
ments  and  equipment  used  in  such  build¬ 
ings,  shall  be  assigned  to  that  function. 

(2)  Depreciation  or  use  allowances  on 
buildings,  used  for  more  than  one  function, 
and  on  capital  improvements  and  equipment 
u.sed  in  such  buildings,  shall  be  allocated  to 
the  uidividual  functions  performed  in  each 
building  on  the  basis  of  usable  square  feet 
of  space,  excluding  (x^nunon  areas  such  as 
hallways,  stairwells,  and  restrooms. 

(3)  Depreciation  or  use  allowances  on 
buildings  and  capital  improvements  where 
space  is  used  jointly,  and  on  equipment  used 
jointly,  shall  be  allocated  to  benefiting  func¬ 
tions  in  proportion  to  the  total  salaries  and 
wages  applicable  to  the  joint  functions. 

(4)  Depreciation  or  use  allowances  on 
buildings,  capital  improvements,  and  equip¬ 


ment  used  predominantly  for  one  function 
and  only  incidentally  for  otherts),  may  be 
assigned  to  the  function  in  which  it  is  used 
predominant  ly. 

(5)  Depreciation  or  use  allowances  on  cer¬ 
tain  capital  improvements  to  land,  such  as 
paved  parking  area^,  fences,  sidewalks,  and 
the  like,  not  included  in  the  cost  of  build¬ 
ings.  shall  be  allocated  to  user  categories  of 
students  and  employees  on  a  full-time  equiv¬ 
alent  basis.  The  amount  allocated  to  the 
student  ca^  ’gory  shall  be  assigned  to  t  he  in¬ 
struction  function  of  the  institution.  The 
amount  allocated  to  the  employee  category 
shall  be  further  allocated  to  the  major  func¬ 
tions  of  the  institution  in  proportion  to  the 
salaries  and  wages  of  all  employees  applica¬ 
ble  to  those  functions. 

2.  Operation  and  maintenance  expenses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  by  a  central 
service  organization  or  at  the  departmental 
level  for  the  administration,  supervision,  op¬ 
eration,  maintenance,  preservation,  and  pro¬ 
tection  of  the  institution's  physical  plant. 
They  include  expenses  normally  incurred 
for  such  items  as  janitorial  and  utility  serv¬ 
ices:  repairs  and  ordinary  or  normal  alter¬ 
ations  of  buildings,  furniture  and  equip¬ 
ment;  and  care  of  grounds  and  maintenance 
and  operation  of  buildings  and  other  plant 
facilities.  The  operation  and  maintenance 
expenses  category  should  also  include  the 
fringe  benefit  costs  applicable  to  the  sala¬ 
ries  and  wages  includ^  therein,  and  depre¬ 
ciation  and  use  allowance. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated  in 
the  same  manner  as  described  in  Section 
Fib  for  depreciation  and  use  allowances. 

3.  General  administration  and  general  ex¬ 
penses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  gener¬ 
al  executive  and  administrative  offices  of 
educational  institutions  and  other  expenses 
of  a  general  character  which  do  not  relate 
solely  to  any  major  function  of  the  institu¬ 
tion:  i.e.,  solely  to  (1)  instruction.  (2)  orga¬ 
nized  research.  (3)  other  sponsored  activi¬ 
ties.  or  (4)  other  institutional  activities.  The 
general  administration  and  general  expense 
category  should  also  include  the  fringe 
benefit  costs  applicable  to  the  salaries  and 
wages  included  therein,  an  appropriate 
share  of  operation  and  maintenance  ex¬ 
pense,  and  depreciation  and  use  allowances. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d,  the  expenses  in¬ 
cluded  in  this  category  shall  be  grouped 
first  according  to  common  major  functions 
of  the  institution  to  which  they  render  serv¬ 
ices  or  provide  benefits.  The  aggregate  ex¬ 
penses  of  each  group  shall  then  be  allocated 
to  serviced  or  benefited  functions  on  the 
modified  total  cost  basis.  Modified  total 
costs  consist  of  salaries  and  wages,  fringe 
benefits,  materials  and  supplies,  services, 
travel,  and  subgrants  and  subcontracts  up  to 
$25,000  each.  When  an  activity  included  in 
this  indirect  cost  category  provides  a  service 
or  product  to  another  institution  or  organi¬ 
zation,  an  appropriate  adjustment  must  be 
made  to  either  the  expenses  or  the  basis  of 
allocation  or  both,  to  assure  a  proper  alloca¬ 
tion  of  costs. 

4.  Departmental  administration  expenses. 

a.  The  expenses  under  this  heading  are 

those  that  have  been  incurred  for  adminis¬ 
trative  and  supporting  services  that  benefit 
common  or  joint  departmental  activities  or 
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objectives  in  academic  deans’  offices,  aca* 
demic  departments  and  divisions,  and  orga¬ 
nized  research  institutes,  study  centers,  and 
research  centers.  Departmental  administra¬ 
tion  expenses  are  subject  to  the  following 
limitations. 

(1)  Academic  deans’  offices.  Salaries  and 
operating  expenses  are  limited  to  those  at¬ 
tributable  to  administrative  functions. 

(2)  Academic  departments: 

(a)  The  salaries  of  the  heads  of  academic 
departments,  divisions,  and  organized  re¬ 
search  units  are  limited  to  amounts  attrib¬ 
utable  to  their  administrative  duties.  Sala¬ 
ries  of  professorial  or  professional  staff, 
whose  appointment  or  assignment  require 
administrative  work  that  benefits  sponsored 
projects,  may  also  be  Included  to  the  extent 
that  the  portion  so  charged  is  clearly  and 
specifically  supported  as  required  in  Section 
J6. 

(b)  Other  administrative  and  supporting 
expenses  incurred  within  academic  depart¬ 
ments  are  allowable  provided  they  are  treat¬ 
ed  consistently  in  like  circumstances.  This 
would  include  expenses  such  as  the  salaries 
of  secretarial  and  clerical  staffs,  the  salaries 
of  administrative  officers  and  assistants, 
travel,  office  supplies,  stockrooms,  and  the 
like. 

(3)  Other  fringe  benefit  costs  applicable  to 
the  salaries  and  wages  included  in  (1)  and 
(2)  above  are  allowable,  as  well  as  an  appro¬ 
priate  share  of  general  administration  and 
general  expenses,  operation  and  mainte¬ 
nance  expenses,  and  depreciation  and/or 
use  allowances. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d.  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated  as 
follows: 

(1)  The  administrative  expenses  of  the 
dean’s  office  of  each  college  and  school 
shall  be  allocated  to  the  academic  depart¬ 
ments  within  that  college  or  school  on  the 
modified  total  cost  basis. 

(2)  The  administrative  expenses  of  each 
academic  department,  and  the  department’s 
share  of  the  expenses  allocated  in  (1)  above 
shall  be  allocated  to  the  appropriate  func¬ 
tions  of  the  department  on  the  modified 
total  coast  basis. 

5.  Sponsored  projects  administration. 

a.  'The  expenses  under  this  heading  are 
those  that  have  been  incurred  by  a  separate 
organization(s)  established  primarily  to  ad¬ 
minister  sponsored  projects,  including  such 
functions  as  grant  and  contract  administra¬ 
tion  (Federal  and  Non-Federal),  special  se¬ 
curity,  purchasing,  personnel  administra¬ 
tion,  and  editing  and  publishing  of  research 
and  other  reports.  They  include  the  salaries 
and  expenses  of  the  head  of  such  organiza¬ 
tion.  his  assistants,  and  their  immediate 
staff,  together  with  the  salaries  and  ex¬ 
penses  of  personnel  engaged  in  supporting 
activities  maintained  by  the  organization, 
such  as  stock  rooms,  stenographic  pools, 
and  the  like.  The  salaries  of  professorial  or 
professional  staff  whose  appointments  or 
assignments  involve  the  performance  of 
such  administrative  work  may  also  be  in¬ 
cluded  to  the  extent  that  the  portion  so 
charged  to  sponsored  agreements  adminis¬ 
tration  is  clearly  identified  and  supported  as 
required  by  Section  J6.  This  category 
should  also  include  the  fringe  benefit  costs 
applicable  to  the  salaries  and  wages  includ¬ 
ed  therein,  an  appropriate  share  of  general 
administration  and  general  expenses,  the 
operation  and  maintenance  expenses,  and 
depreciation  and  use  allowance.  Appropriate 
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adjustments  should  be  made  for  services 
provided  to  other  fimctions  or  organiza¬ 
tions. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d,  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated  to 
the  major  functions  of  the  institution  under 
which  the  sponsored  projects  are  conducted 
on  the  basis  of  the  modified  total  cost  of 
sponsored  projects. 

c.  An  appropriate  adjustment  shall  be 
made  to  eliminate  any  duplicate  charges  to 
sponsored  agreements  when  this  category 
includes  similar  or  identical  activities  as 
those  included  in  the  general  administration 
and  general  expense  category  or  other  indi¬ 
rect  cost  items,  such  as  accounting,  pitKure- 
ment,  or  personnel  administration. 

6.  Library  expenses. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  oper¬ 
ation  of  the  library,  including  the  cost  of 
books  and  library  materials  purchased  for 
the  library,  less  any  items  of  library  income 
that  qualify  as  applicable  credits  under  Sec¬ 
tion  C5.  The  library  expense  category 
should  also  include  the  fringe  benefits  ap¬ 
plicable  to  the  salaries  and  wages  included 
therein,  an  appropriate  share  of  general  ad¬ 
ministration  and  general  expense,  operation 
and  maintenance  expense,  and  depreciation 
and  use  allowances.  Costs  incurr^  in  the 
purchases  of  rare  books  (museum-type 
books)  with  no  value  to  sponsored  agree¬ 
ments  should  not  be  allocated  to  them. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d,  the  expenses  in¬ 
cluded  in  this  category  shall  be  allocated 
first  on  the  basis  of  primary  categories  of 
users,  including  students,  professions!  em¬ 
ployees,  and  other  users. 

(1)  The  student  category  shall  consist  of 
full-time  equivalent  students  enrolled  at  the 
institution,  regardless  of  whether  they  earn 
credits  toward  a  degree  or  certificate. 

(2)  The  professional  employee  category 
shall  consist  of  all  faculty  members  and 
other  professional  employees  of  the  institu¬ 
tion,  on  a  full-time  equivalent  basis. 

(3)  The  other  users  category  shall  consist 
of  all  other  users  of  library  facilities. 

c.  Amounts  allocated  in  b  above  shall  be 
assigned  further  as  follows:  (1)  The 
amount  in  the  student  category  shall  be  as¬ 
signed  to  the  instruction  function  of  the  in¬ 
stitution. 

(2)  The  amount  in  the  professional  em¬ 
ployee  category  shall  be  assigned  to  the 
major  functions  of  the  institution  in  propor¬ 
tion  to  the  salaries  and  wages  of  all  faculty 
members  and  other  professional  employees 
applicable  to  those  functions. 

(3)  The  amount  in  the  other  users  catego¬ 
ry  shall  be  assigned  to  the  other  institution¬ 
al  activities  function  of  the  institution. 

7.  Student  administration  and  services. 

a.  The  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the  ad¬ 
ministration  of  student  affairs  and  for  serv¬ 
ices  to  students,  including  expenses  of  such 
activities  as  deans  of  students,  admissions, 
registrar,  counseling  and  placement  services, 
student  advisers,  student  health  and  infir¬ 
mary  services,  catalogs,  and  (X)mmence- 
ments  and  convocations.  ’The  salaries  of 
members  of  the  academic  staff  whose  aca¬ 
demic  appointments  or  assignments  involve 
the  performance  of  such  administrative  or 
service  work  may  also  be  included  to  the 
extent  that  the  portion  so  charged  is  sup¬ 
ported  pursuant  to  Section  J6.  This  expense 
category  also  includes  the  fringe  benefit 
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costs  applicable  to  the  salaries  and  wages  in¬ 
cluded  therein,  an  appropriate  share  of  gen¬ 
eral  administration  and  general  expenses, 
operation  and  maintenance,  and  use 
allowances  and/or  depreciation. 

b.  In  the  absence  of  the  alternatives  pro¬ 
vided  for  in  Section  E2d,  the  expenses  in 
this  category  shall  be  allocated  to  the  in¬ 
struction  function,  and  subsequently  to 
sponsored  agreements  in  that  function. 

8.  Offset  for  indirect  expenses  otherwise 
provided  for  by  the  Government 

a.  The  items  to  be  accumulated  under  this 
heading  are  the  reimbursements  and  other 
payments  from  the  Federal  Government 
which  are  made  to  the  institution  to  sup¬ 
port  solely,  specifically,  and  directly,  in 
whole  or  in  part,  any  of  the  administrative 
or  service  activities  described  in  FI  through 
7  above. 

b.  The  items  in  this  group  shall  be  treated 
as  a  credit  to  the  affected  individual  indirect 
cost  category  before  that  category  is  allo¬ 
cated  to  benefiting  functions. 

G.  DETERMINATION  AND  APPLICATION  OP 
INDIRECT  COST  RATE  OR  RATES 

1.  Indirect  cost  pools. 

a.  Subject  to  b  below,  the  separate  catego¬ 
ries  of  indirect  costs  allocated  to  each  major 
function  of  the  institution  as  prescribed  in 
Section  f  shall  be  aggregated  and  treated  as 
a  common  pool  for  that  function.  The 
amount  in  each  pool  shall  be  divided  by  the 
distribution  base  described  in  G2  below  to 
arrive  at  a  single  indirect  cost  rate  for  each 
function.  The  rate  for  each  function  is  used 
to  distribute  indirect  costs  to  individual 
sponsored  agreements  of  that  function. 
Since  a  common  pool  established  for  each 
major  function  of  the  institution,  a  separate 
indirect  cost  rate  would  be  established  for 
each  of  the  major  functions  described  in 
Section  B1  under  which  sponsored  agree¬ 
ments  are  carried  out. 

b.  In  some  instances  a  single  rate  basis  for 
use  across  the  board  on  all  work  within  a 
major  function  at  an  institution  may  not  be 
appropriate.  A  single  rate  for  research,  for 
example,  might  not  take  into  account  those 
different  environmental  factors  and  other 
conditions  which  may  affect  substantially 
the  indirect  costs  applicable  to  a  particular 
segment  of  research  at  the  institution.  A 
particular  segment  of  research  may  be  that 
performed  imder  a  single  sponsored  agree¬ 
ment  or  it  may  consist  of  research  under  a 
group  of  sponsored  agreements  performed 
in  a  common  environment.  The  environmen¬ 
tal  factors  are  not  limited  to  the  physical  lo¬ 
cation  of  the  work.  Other  important  factors 
are  the  level  of  the  administrative  support 
required,  the  nature  of  the  facilities  or 
other  resources  employed,  the  scientific  dis¬ 
ciplines  or  technical  skills  involved,  the  or¬ 
ganizational  arrangements  used,  or  any 
combination  thereof.  Where  a  particular 
segment  of  a  sponsored  agreement  is  per¬ 
formed  within  an  environment  which  ap¬ 
pears  to  generate  a  significantly  different 
level  of  indirect  costs,  provision  should  be 
made  for  a  separate  indirect  cost  pool  appli¬ 
cable  to  such  work.  ’The  separate  indirect 
cost  pool  should  be  developed  during  the 
regular  course  of  the  rate  determination 
process  and  the  separate  indirect  cost  rate 
resulting  therefrom  should  be  utilized;  pro¬ 
vided  it  is  determined  that  (1)  such  indirect 
cost  rate  differs  significantly  from  that 
which  would  have  been  obtained  under  a. 
above,  and  (2)  the  volume  of  work  to  which 
such  rate  would  apply  is  material  in  relation 
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to  other  sponsored  aerreements  at  the  insti¬ 
tution. 

2.  The  distribution  basis.  Indirect  costs 
shall  be  distributed  to  applicable  sponsored 
agreements  on  the  basis  of  modified  total 
direct  costs,  consisting  of  salaries  and  wages, 
fringe  benefits,  materials  and  supplies,  serv¬ 
ices,  travel,  and  subgrants  and  subcontracts 
up  to  $25,000  each.  For  this  purpose,  an  in¬ 
direct  cost  rate  should  be  determined  for 
each  of  the  separate  indirect  cost  pools  de¬ 
veloped  pursuant  to  Gl,  above.  The  rate  in 
each  case  should  be  stated  as  the  percentage 
which  the  amount  of  the  particular  indirect 
cost  pool  is  of  the  modified  total  direct  costs 
identified  with  such  pool.  Other  bases  may 
be  used  where  it  can  be  demonstrated  that 
they  produce  more  equitable  results. 

3.  Negotiated  lump  sum  for  indirect  costs. 
A  negotiated  fixed  amount  in  lieu  of  indi¬ 
rect  costs  may  be  appropriate  for  self-con¬ 
tained.  off-campus,  or  primarily  subcon¬ 
tracted  activities  where  the  benefits  derived 
from  an  institution's  indirect  services 
cannot  be  readily  determined.  Such  negoti¬ 
ated  indirect  costs  will  be  treated  as  an 
offset  before  allocation  to  instruction,  orga¬ 
nized  research,  other  sponsored  activities, 
and  other  institutional  activities.  The  base 
on  which  such  remaining  expenses  are  allo¬ 
cated  should  be  appropriately  adjusted. 

4.  Predetermined  fixed  rates  for  indirect 
costs.  Public  Law  87-638  (76  Stat.  437)  au¬ 
thorizes  the  use  of  predetermined  fixed 
rates  in  determining  the  indirect  costs  appli¬ 
cable  under  research  agreements  with  edu¬ 
cational  institutions.  The  stated  objectives 
of  the  law  are  to  simplify  the  administra¬ 
tion  of  cost-tjTJe  research  and  development 
contracts  (including  grants)  with  education¬ 
al  institutions,  to  facilitate  the  preparation 
of  their  budgets,  and  to  permit  more  expedi¬ 
tious  closeout  of  such  contracts  w'hen  the 
work  is  completed.  In  view  of  the  potential 
advantages  offered  by  this  procedure,  con¬ 
sideration  should  be  given  to  the  negotia¬ 
tion  of  predetermined  fixed  rates  for  indi¬ 
rect  costs  in  those  situations  where  the  cost 
experience  and  other  pertinent  facts  availa¬ 
ble  are  deemed  sufficient  to  enable  the  par¬ 
ties  involved  to  reach  an  informed  judgment 
as  to  the  probable  level  of  indirect  costs 
during  the  ensuing  accounting  period. 

5.  Negotiated  fixed  rates  and  carry-for¬ 
ward  provisions.  When  a  fixed  rate  is  nego¬ 
tiated  in  advance  for  a  fiscal  year  (or  other 
time  period),  the  over-  or  under-recovery  for 
that  year  may  be  included  as  an  adjustment 
to  the  indirect  cost  for  the  next  rate  negoti¬ 
ation.  When  the  rate  is  negotiated  before 
the  carry  forward  adjustment  is  determined, 
the  carry-forward  amount  may  be  applied  to 
the  next  subsequent  rate  negotiation.  When 
such  adjustments  are  to  be  made,  each  fixed 
rate  negotiated  in  advance  for  a  given 
period  will  be  computed  by  applying  the  ex¬ 
pected  indirect  costs  allocable  to  sponsored 
agreements  for  the  forecast  period  plus  or 
minus  the  carry-forward  adjustment  (over- 
or  under-recovery)  from  the  prior  period,  to 
the  forecast  distribution  base.  Unrecovered 
amounts  under  lump-sum  agreements  or 
cost-sharing  provisions  of  prior  years  shall 
not  be  carried  forward  for  consideration  in 
the  new  rate  negotiation.  There  must,  how¬ 
ever.  be  an  advance  understanding  in  each 
case  between  the  institution  and  the  cogni¬ 
zant  Federal  agency  as  to  whether  these  dif¬ 
ferences  will  be  considered  in  the  rate  nego¬ 
tiation  rather  than  making  the  determina¬ 
tion  after  the  differences  are  knowm.  Fur¬ 
ther,  institutions  electing  to  use  this  carry¬ 


forward  provision  may  not  subsequently 
change  without  prior  approval  of  the  cogni¬ 
zant  Federal  agency.  In  the  event  that  an 
institution  returns  to  a  postdetermined  rate, 
any  over-  or  under-recovery  during  the 
period  in  which  negotiated  fixed  rates  and 
carry-forward  provisions  were  followed  will 
be  included  in  the  subsequent  postdeter¬ 
mined  rates.  Where  multiple  rates  are  used, 
the  same  procedure  will  be  applicable  for 
determining  each  rate. 

H.  SIMPLIFIED  METHOD  FOR  SMALL 
INSTITUTIONS 

1.  General. 

a.  Where  the  total  direct  cost  of  work  cov¬ 
ered  by  this  Circular  at  an  institution  does 
not  exceed  $3,000,000  in  a  fiscal  year,  the 
use  of  the  simplified  procedure  described  in 
2,  below,  may  be  used  in  determining  allow¬ 
able  indirect  costs.  Under  this  simplified 
procedure,  the  institution's  most  recent 
annual  financial  report  and  immediately 
available  supporting  information  with  sala¬ 
ries  and  wages  segregated  from  other  costs, 
will  be  utilized  as  a  basis  for  determining 
the  indirect  cost  rate  applicable  to  all  spon¬ 
sored  agreements. 

b.  The  simplified  procedure  should  not  be 
used  where  it  produces  results  which  appear 
inequitable  to  the  Government  or  the  insti¬ 
tution.  In  any  such  case,  indirect  costs 
should  be  determined  through  use  of  the 
regular  procedure. 

2.  Simplified  procedure. 

a.  Establish  the  total  amount  of  salaries 
and  wages  paid  to  all  employees  of  the  insti¬ 
tution. 

b.  Establish  an  indirect  cost  pool  consist¬ 
ing  of  the  expenditures  (exclusive  of  capital 
items  and  other  costs  specifically  identified 
as  unallowable)  which  customarily  are  clas¬ 
sified  under  the  following  titles  or  their 
equivalents; 

(1)  General  administration  and  general 
expenses  (exclusive  of  costs  of  student  ad¬ 
ministration  and  services,  student  activities, 
student  aid,  and  scholarships). 

(2)  Operation  and  maintenance  of  physi¬ 
cal  plant;  and  depreciation  and  use 
allowances:  after  appropriate  adjustment 
for  costs  applicable  to  other  institutional  ac¬ 
tivities. 

(3)  Library. 

(4)  Department  administration  expenses, 
which  w'Ul  be  computed  as  20  percent  of  the 
salaries  and  expenses  of  deans  and  heads  of 
departments. 

In  those  cases  where  expenditures  classi¬ 
fied  under  (!)•  above  have  previously  been 
allocated  to  other  institutional  activities, 
they  may  be  included  in  the  indirect  cost 
pool.  The  total  amount  of  salaries  and 
wages  included  in  the  indirect  cost  pool 
must  be  separately  identified. 

c.  Elstablish  a  salary  and  wage  distribution 
base,  determined  by  deducting  from  the 
total  of  salaries  and  wages  as  established  in 
a  above  the  amount  of  salaries  and  wages  in¬ 
cluded  under  b  above. 

d.  Establish  the  indirect  cost  rate,  deter¬ 
mined  by  dividing  the  amount  in  the  indi¬ 
rect  cost  pool,  b  above,  by  the  amount  of 
the  distribution  base,  c  above. 

e.  Apply  the  indirect  cost  rate  to  direct 
salaries  and  wages  for  individual  agreements 
to  determine  the  amount  of  indirect  costs 
allocable  to  such  agreements. 


J.  GENERAL  PROVISIONS  FOR  SELECTED  ITEMS  OP 
COST 

Sections  1  through  44  below  provide  prin¬ 
ciples  to  be  applied  in  establishing  the 
allow'ability  of  certain  items  involved  in  de¬ 
termining  cost.  These  principles  should 
apply  irrespective  of  whether  a  particular 
item  of  cost  is  properly  treated  as  direct  cost 
or  indirect  cost.  Failure  to  mention  a  partic¬ 
ular  item  of  cost  is  not  intended  to  imply 
that  it  is  either  allowable  or  unallowable: 
rather  determination  as  to  allowability  in 
each  case  should  be  based  on  the  treatment 
provided  for  similar  or  related  items  of  cost. 
In  case  of  a  discrepancy  between  the  provi¬ 
sions  of  a  specific  sponsored  agreement  and 
the  provisions  below,  the  agreement  should 
govern. 

1.  Advertising  costs. 

a.  The  term  advertising  costs  means  the 
costs  of  advertising  media  and  corollary  ad¬ 
ministrative  costs.  Advertising  media  in¬ 
clude  magazines,  newspapers,  radio  and  tele¬ 
vision  programs,  direct  mail,  exhibits,  and 
the  like. 

b.  The  only  advertising  costs  allowable  are 
those  which  are  solely  for  (1)  the  recruit¬ 
ment  of  personnel  required  for  the  perform¬ 
ance  by  the  institution  of  obligations  arising 
under  the  sponsored  agreement,  when  con¬ 
sidered  in  conjunction  with  all  other  re¬ 
cruitment  costs,  as  set  forth  in  Section  J32: 
(2)  the  procurement  of  goods  and  serv'ices 
for  the  performance  of  the  sponsored  agree¬ 
ment;  (3)  the  disposal  of  scrap  or  surplus 
materials  acquired  in  the  performance  of 
the  sponsored  agreement  except  when  insti¬ 
tutions  are  reimbursed  for  disposal  costs  at 
a  predetermined  amount  in  accordance  with 
Attachment  N,  OMB  Circular  No.  A-110;  or 
(4)  other  specific  purposes  necessary  to 
meet  the  requirements  of  the  sponsored 
agreement. 

c.  Costs  of  this  nature,  if  incurred  for 
more  than  one  sponsored  agreement  or  for 
both  sponsored  work  and  other  work  of  the 
institution,  are  allowable  to  the  extent  that 
the  principles  in  Sections  D  and  E  are  ob¬ 
served. 

2.  Bad  debts.  Any  losses,  whether  actual  or 
estimated,  arising  from  uncollectible  ac¬ 
counts  and  other  claims,  related  collections 
costs,  and  related  legal  costs,  are  unallowa¬ 
ble. 

3.  Civil  defense  costs.  Civil  defense  costs 
are  those  incurred  in  planning  for,  and  the 
protection  of  life  and  property  against,  the 
possible  effects  of  enemy  attack.  Reason¬ 
able  costs  of  civil  defense  measures  (includ¬ 
ing  costs  in  excess  of  normal  plant  protec¬ 
tion  costs,  first-aid  training  and  supplies, 
firefighting  training,  posting  of  additional 
exit  notices  and  directions,  and  other  ap¬ 
proved  civil  defense  measures)  undertaken 
on  the  institution's  premises  pursuant  to 
suggestions  or  requirements  of  civil  defense 
authorities  are  allowable  when  distributed 
to  all  activities  of  the  institution.  Capital 
expenditures  for  civil  defense  purposes  will 
not  be  allowed,  but  a  use  allowance  or  de¬ 
preciation  may  be  permitted  in  accordance 
with  provisions  set  forth  in  Section  J9. 
Costs  of  local  civil  defense  projects  not  on 
the  institution’s  premises  are  unallowable. 

4.  Commencement  and  convocation  costs. 
Costs  incurred  for  (x>mmencements  and  con¬ 
vocations  are  unallowable,  except  as  pro¬ 
vided  for  in  Section  P7, 

5.  Communication  costs.  Costs  incurred 
for  telephone  services,  local  and  long  dis¬ 
tance  telephone  calls,  telegrams,  radio¬ 
grams,  postage  and  the  like,  are  allowable. 
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8.  Compensation  for  personal  services 

a.  General  Compensation  for  personal 
services  covers  all  amounts  paid  currently  or 
accrued  by  the  institution  for  services  of 
employees  rendered  during  the  period  of 
performance  under  sponsored  agreements. 
Such  amounts  include  salaries,  wages,  and 
fringe  benefits  (See  Section  J15.).  These 
costs  are  allowable  to  the  extent  that  the 
total  compensation  to  individual  employees 
conforms  to  the  established  policies  of  the 
institution,  consistently  applied,  and  pro¬ 
vided  that  the  charges  for  work  performed 
directly  on  sponsored  agreements  and  for 
other  work  allocable  as  indirect  costs  are  de¬ 
termined  and  supported  as  provided  below. 
Charges  to  sponsored  agreements  may  in¬ 
clude  reasonable  amounts  for  activities  con¬ 
tributing  and  intimately  related  to  work 
under  the  agreements,  such  as  delivering 
special  lectures  about  specific  aspects  of  the 
ongoing  activity,  writing  reports  and  arti¬ 
cles,  participating  in  appropriate  seminars, 
consulting  with  colleagues  and  graduate  stu¬ 
dents,  and  attending  meetings  and  confer¬ 
ences.  Incidental  work  (that  in  excess  of 
normal  for  the  individual),  for  which  sup¬ 
plemental  compensation  is  paid  by  an  insti¬ 
tution  under  institutional  policy,  need  not 
be  included  in  the  payroll  distribution  sys¬ 
tems  described  below,  provided  such  work 
and  compensation  are  separately  identified 
and  documented  in  the  financial  manage¬ 
ment  system  of  the  institution. 

b.  Payroll  distribution.  For  each  organiza¬ 
tional  unit  of  an  institution,  the  distribution 
of  salaries  and  wages  of  professorial  or  pro¬ 
fessional  staff  (whether  charged  direct  or 
required  to  be  distributed  to  more  than  one 
activity  for  purposes  of  allocating  indirect 
costs)  will  be  based  on  either  a  system  of 
monitored  workload  or  a  system  of  person¬ 
nel  activity  reports.  The  latter  system  will 
be  used  for  nonprofessional  employees 
whose  costs  are  charged  direct  or  are  re¬ 
quired  to  be  distributed  to  more  than  one 
activity  for  purposes  of  allocating  indirect 
costs.  In  the  use  of  either  method,  it  is  rec¬ 
ognized  that,  because  of  the  nature  of  work 
involved  in  academic  institutions,  the  var¬ 
ious  and  often  interrelated  activities  of  pro¬ 
fessorial  and  professional  employees  fre¬ 
quently  cannot  be  measured  with  a  high 
degree  of  precision,  that  reliance  must  be 
placed  on  reasonably  accurate  approxima¬ 
tions,  and  that  acceptance  of  a  degree  of  tol¬ 
erance  in  measurement  is  appropriate. 

c.  Monitored  workload.  Under  this  method 
the  distribution  of  salaries  and  wages  appli¬ 
cable  to  sponsored  agreements  is  based  on 
budgeted  cr  assigned  workload,  updated  to 
reflect  any  significant  changes  in  workload 
distributions.  A  monitored  workload  system 
used  for  salaries  and  wages  charged  directly 
or  indirectly  to  sponsored  agreements  will 
meet  the  following  standards; 

(1)  A  system  of  budgeted  or  assigned 
workload  will  be  incorporated  into  the  offi¬ 
cial  records  of  the  institution  and  encom¬ 
pass  both  sponsored  and  all  other  activities 
on  an  integrated  basis.  The  system  may  in¬ 
clude  the  use  of  subsidiary  records. 

(2)  The  system  will  reasonably  reflect 
workload  of  employees,  accounting  for  100 
percent  of  the  work  for  which  the  employee 
is  compensated  and  which  is  required  in  ful¬ 
fillment  of  the  employee’s  obligations  to  the 
institution.  Because  practices  vary  among 
institutions  and  within  institutions  as  to  the 
total  activity  constituting  a  full  workload— 
when  expressed  in  measurable  units,  such  as 
contact  hours  in  teaching— the  system  will 
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be  based  on  a  determination  for  each  indi¬ 
vidual.  reflecting  the  ratio  of  each  of  the  ac¬ 
tivities  which  comprise  the  total  workload 
of  the  individual.  (But  see  Section  H  for 
treatment  of  indirect  costs  under  the  simpli¬ 
fied  method  for  small  institutions.) 

(3)  The  system  will  provide  for  modifica¬ 
tion  of  an  individual’s  salary  or  salary  distri¬ 
bution  commensurate  with  any  significant 
change  in  the  employee’s  workload  or  the 
ratio  of  activities  comprising  the  total  work¬ 
load.  A  significant  change  in  an  employee’s 
workload  shall  be  considered  to  include  the 
following  as  a  minimum:  when  work  begins 
or  ends  on  a  sponsored  agreement,  when  a 
teaching  load  is  materially  modified,  when 
additional  unanticipated  assignments  are  re¬ 
ceived  or  taken  away,  when  an  individual 
begins  or  ends  a  sabbatical  leave,  prolonged 
sick  leave,  or  leave  without  pay,  etc.  Short¬ 
term  (such  as  one  or  two  months)  fluctu¬ 
ation  between  workload  categories  need  not 
be  considered  as  long  as  the  distribution  of 
salaries  and  wages  is  reasonable  over  the 
longer  term  such  as  an  academic  period. 
Whenever  it  is  apparent  that  a  change  in 
workload  will  occur  or  has  occurred,  the 
change  will  be  documented  over  the  signa¬ 
ture  of  a  responsible  official  and,  if  signifi¬ 
cant,  entered  into  the  system. 

(4)  The  system  will  utilize  workload  cate¬ 
gories  reflecting  activity  which  is  applicable 
to  each  sponsored  agreement,  each  indirect 
cost  activity,  and  each  major  function  of  the 
institution. 

(5)  At  least  annually  a  statement  will  be 
signed  by  the  employee,  principal  investiga¬ 
tor.  or  responsible  official,  having  first  hand 
knowledge  of  the  work  stating  that  salaries 
and  wages  charged  to  sponsored  agreements 
as  direct  charges,  or  that  salaries  and  wages 
charged  to  both  direct  and  indirect  cost  cat¬ 
egories,  or  to  more  than  one  indirect  cost 
category  are  reasonable. 

(6)  The  system  will  provide  for  independ¬ 
ent  internal  evaluations  to  insure  that  it  is 
working  effectively. 

(7)  In  the  use  of  this  method  an  institu¬ 
tion  shall  not  be  required  to  provide  addi¬ 
tional  support  or  d(x;umentation  for  the 
effort  actually  performed,  but  is  responsible 
for  assuring  that  the  system  meets  the 
above  standards. 

d.  Personnel  activity  reports.  Under  this 
system  the  dLstribution  of  salaries  and 
wages  will  be  supported  by  personnel  activi¬ 
ty  reports  as  prescribed  below. 

(1)  Personnel  activity  reports  will  reflect 
the .  distribution  of  activity  expended  by 
each  employee  covered  by  the  system. 

(2)  The  reports  will  reflect  an  after-the- 
fact  reporting  of  the  percentage  of  activity 
of  each  employee.  Charges  may  be  made  ini¬ 
tially  on  the  basis  of  estimates  made  before 
the  services  are  performed,  provided  that 
such  charges  are  promptly  adjusted  if  sig¬ 
nificant  differences  are  indicated  by  activity 
reports. 

(3)  Each  report  will  account  for  100  per¬ 
cent  of  the  activity  for  which  the  employee 
is  compensated  and  which  is  required  in  ful¬ 
fillment  of  the  employee’s  obligations  to  the 
institution.  The  report  will  reasonable  re¬ 
flect  the  percentage  of  activity  applicable  to 
each  sponsored  agreement,  each  indirect 
cost  category,  and  each  major  function  of 
the  institution. 

(4)  To  confirm  that  the  distribution  of  ac¬ 
tivity  represents  a  reasonable  estimate  of 
the  work  performed  by  the  employee  during 
the  period,  each  report  will  be  signed  by  the 
employee  or  by  a  responsible  official  having 
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first  hand  knowledge  of  the  work  per¬ 
formed. 

(5)  For  professorial  and  professional  staff, 
the  reports  will  be  prepared  each  academic 
term,  but  no  less  frequently  than  every  six 
months.  For  other  individuals,  the  reports 
will  be  prepared  no  less  frequently  than 
monthly  and  will  coincide  with  one  or  more 
pay  periods. 

(6)  Where  the  institution. uses  time  cards 
or  other  forms  of  after-the-fact  payroll  doc¬ 
uments  as  original  documentation  for  pay¬ 
roll  and  payroll  charges,  such  documents 
shall  qualify  as  a  personnel  activity  report 
provided  that  they  are  meet  the  require¬ 
ments  in  (1)  through  (5)  above. 

e.  Salary  rates  for  faculty  members. 

(1)  Salary  rates  for  academic  year. 
Charges  for  work  performed  on  sponsored 
agreements  by  faculty  members  during  the 
academic  year  will  be  based  on  the  individu¬ 
al  faculty  member’s  regular  compensation 
for  the  continuous  period  which,  under  the 
policy  of  the  institution  concerned,  consti¬ 
tutes  the  basis  of  his  salary.  Charges  for 
work  performed  on  sponsored  agreements 
during  all  or  any  portion  of  such  period  are 
allowable  at  the  base  salary  rate.  In  no 
event  will  charges  to  sponsored  agreements, 
irrespective  of  the  basis  of  computation, 
exceed  the  proportionate  share  of  the  base 
salary  for  that  period.  This  principle  applies 
to  all  members  of  the  faculty  at  an  institu¬ 
tion.  Since  intra-university  consulting  is  as¬ 
sumed  to  be  undertaken  as  a  university  obli¬ 
gation  requiring  no  compensation  in  addi¬ 
tion  to  full-time  base  salary,  the  principle 
also  applies  to  faculty  members  who  func¬ 
tion  as  consultants  or  otherwise  contribute 
to  a  sponsored  agreement  conducted  by  an¬ 
other  faculty  member  of  the  same  institu¬ 
tion.  However,  in  unusual  cases  where  con¬ 
sultation  is  across  departmental  lines  or  in¬ 
volves  a  separate  or  remote  operation,  and 
the  work  performed  by  the  consultant  is  in 
addition  to  his  regular  departmental  load, 
any  charges  for  such  work  representing 
extra  compensation  above  the  base  salary 
are  allowable  provided  that  such  consulting 
arrangements  are  specifically  provided  for 
in  the  agreement  or  approved  in  writing  by 
the  sponsoring  agency. 

(2)  Periods  outside  the  acadmeic  year. 

(a)  Except  as  otherwise  specified  for 
teaching  activity  in  (b)  below,  charges 
for  work  performed  by  faculty  mem¬ 
bers  on  sponsored  agreements  during 
the  summer  months  or  other  period 
not  included  in  the  base  salary  period 
will  be  determined  for  each  faculty 
member  at  a  rate  not  in  excess  of  the 
base  salary  divided  by  the  period  to 
which  the  base  salary  relates,  and  will 
be  limited  to  charges  made  in  accord¬ 
ance  with  other  parts  of  this  section. 
The  base  salary  period  used  in  com¬ 
puting  charges  for  work  performed 
during  the  summer  months  will  be  the 
number  of  months  covered  by  the  fac¬ 
ulty  member’s  official  academic  year 
appointment. 

(b)  Charges  for  teaching  activities  per¬ 
formed  by  faculty  members  on  sponsored 
agreements  during  the  summer  months  or 
other  periods  not  included  in  the  base 
salary  period  will  be  based  on  the  normal 
policy  of  the  institution  governing  compen¬ 
sation  to  faculty  members  for  teaching  as¬ 
signments  during  such  periods. 
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(3)  Pat-time  faculty.  Charges  for  work  per¬ 
formed  on  sponsored  agreements  by  faculty 
members  having  only  part-time  appoint¬ 
ments  will  be  determined  at  a  rate  not  in 
excess  of  that  regularly  paid  for  the  part- 
time  assignments;  e.g.,  an  institution  pays 
$5,000  to  a  faculty  member  for  half-time 
teaching  during  the  academic  year.  He  de¬ 
voted  one-half  of  his  remaining  time  to  a 
sponsored  agreement.  Thus,  his  additional 
compensation,  chargeable  by  the  institution 
to  the  agreement,  would  be  one-half  of 
$5,000,  or  $2,500. 

f.  Noninstitutional  professional  actiinties. 
Unless  an  arrangement  is  specifically  au¬ 
thorized  by  a  Federal  sponsoring  agency,  an 
institution  must  follow  its  institution-wide 
policies  and  practices  concerning  tlie  per¬ 
missible  extent  of  professional  services  that 
can  be  provided  outside  the  institution  for 
noninstitutional  compensation.  Where  such 
institution-wide  policies  do  not  exist  or  do 
not  adequately  define  the  permissible 
extent  of  consulting  or  other  noninstitu¬ 
tional  activities  undertaken  for  extra  out¬ 
side  pay,  the  Government  may  require  that 
the  effort  of  professional  staff  working  on 
sponsored  agreements  be  allocated  between 

(1)  institutional  activities,  and  (2)  noninsti¬ 
tutional  professional  activities.  If  the  spon¬ 
soring  agency  considers  the  extent  of  nonin¬ 
stitutional  professional  effort  excessive,  ap¬ 
propriate  arrangements  governing  compen¬ 
sation  will  be  negotiated  on  a  case-by-case 
basis. 

7.  Contingency  provisions.  Contributions 
to  a  contingency  reserve  or  any  similar  pro¬ 
vision  made  for  events,  the  occurrence  of 
which  cannot  be  foretold  with  certainty  as 
to  time,  intensity,  or  with  an  assurance  of 
their  happening,  are  unallow'able.  (But  see 
also  Section  J16c.) 

8.  Deans  of  faculty  and  graduate  schools. 
The  salaries  and  expenses  of  deans  of  facul¬ 
ty  and  graduate  schools,  or  their  equiv¬ 
alents.  and  their  staffs,  are  allowable. 

9.  Depreciation  and  use  allowances.  Insti¬ 
tutions  may  be  compensated  for  the  use  of 
their  buildings,  capital  improvements,  and 
equipment:  provided  that  they  are  used, 
needed  in  the  institutions’  activities,  and 
properly  allocable  to  sponsored  agreements. 
Such  compensation  shall  be  made  by  com¬ 
puting  either  depreciation  or  use  allowance. 
Use  allow'ances  are  the  means  of  providing 
such  compensation  when  depreciation  or 
other  equivalent  costs  are  not  computed. 
The  allocation  for  depreciation  or  use  allow¬ 
ance  shall  be  made  in  accordance  with  Sec¬ 
tion  FI.  Depreciation  and  use  allowances 
are  computed  applying  the  following  rules: 

a.  The  computation  of  depreciation  or  use 
allow'ances  shall  be  based  on  the  acquisition 
cost  of  the  assets  involved.  For  this  purpose, 
the  acquisition  cost  will  exclude  (1)  the  cost 
of  land:  (2)  any  portion  of  the  cost  of  build¬ 
ings  and  equipment  borne  by  or  donated  by 
the  Government,  irrespective  of  where  title 
was  originally  vested  or  where  it  is  presently 
located;  and  (3)  any  portion  of  the  cost  of 
buildings  and  equipment  contributed  by  or 
for  the  institution  where  law  or  agreement 
prohibit  recovery.  For  an  asset  donated  to 
the  institution  by  a  third  party,  its  fair 
market  value  at  the  time  of  the  donation 
shall  be  considered  as  the  acquisition  cost. 

b.  In  the  use  of  the  depreciation  method, 
the  following  shall  be  observ’ed: 

(1)  The  period  of  useful  service  or  useful 
life  established  in  each  case  for  usable  capi¬ 
tal  assets  must  take  into  consideration  such 
factors  as  type  of  construction,  nature  of 


the  equipment,  technological  developments 
in  the  particular  area,  and  the  renewal  and 
replacement  policies  followed  for  the  indi¬ 
vidual  items  or  classes  of  assets  involved. 

(2)  The  depreciation  method  used  to 
charge  the  cost  of  an  asset  (or  group  of 
assets)  to  accounting  periods  shall  reflect 
the  pattern  of  consumption  of  the  asset 
during  its  useful  life.  In  the  absence  of  clear 
evidence  indicating  that  the  expected  con¬ 
sumption  of  the  asset  will  be  significantly 
greater  in  the  early  portions  than  in  the 
later  portions  of  its  useful  life,  the  straight- 
line  method  shall  be  presumed  to  be  the  ap¬ 
propriate  method.  Depreciation  methods 
once  used  shall  not  be  changed  unless  ap¬ 
proved  in  advance  by  the  cognizant  Federal 
agency. 

(3)  Where  the  depreciation  method  is  in¬ 
troduced  for  application  to  assets  for  which 
use  allowance  was  previously  charged,  the 
aggregate  amount  of  use  allow’ances  and  de¬ 
preciation  applicable  to  such  assets  must 
not  exceed  the  total  acquisition  cost  of  the 
assets. 

(4)  When  the  depreciation  method  is  used 
for  buildings,  a  building  ‘‘shell"  may  be 
treated  separately  from  other  building  com¬ 
ponents,  such  as  plumbing  system  and  heat¬ 
ing  and  air  conditioning  system.  Each  com¬ 
ponent  item  may  then  be  depreciated  over 
its  estimated  useful  life.  On  the  other  hand, 
the  entire  building,  including  the  shell  and 
all  components,  may  be  treated  as  a  single 
asset  and  depreciated  over  a  single  useful 
life. 

(5)  Where  the  depreciation  method  is  used 
for  a  particular  class  of  assets,  no  depreci¬ 
ation  may  be  allowed  on  any  such  assets 
that  have  outlived  their  depreciable  lives. 
(But  see  also  c(3).  below.) 

c.  Under  the  use  allowance  method,  the 
following  shall  be  observed: 

(1)  The  use  allowance  for  buildigs  and  im¬ 
provements  (including  improvements  such 
as  paved  parking  areas,  fences,  and 
sidewalks)  will  be  computed  at  an  annual 
rate  not  exceeding  two  percent  of  acquisi¬ 
tion  cost.  The  use  allowance  for  equipment 
will  be  computed  at  an  annual  rate  not  ex¬ 
ceeding  six  and  two-thirds  percent  of  acqui- 
sition*cost. 

(2)  In  contrast  to  the  depreciation 
method,  the  entire  building  must  be  treated 
as  a  single  asset  without  separating  its 
‘‘shell"  from  other  building  components 
under  the  use  allowance  method.  The  entire 
building  must  be  treated  as  a  single  asset, 
and  the  two-percent  use  allowance  limita¬ 
tion  must  be  applied  to  all  parts  of  the 
building.  The  two-percent  limitation,  howev¬ 
er.  need  not  be  applied  to  equipment  or 
other  assets  that  are  merely  attached  or  fas¬ 
tened  to  the  building  but  not  permanently 
fixed  and  are  used  as  furnishings,  decora¬ 
tions  or  for  specialized  purposes  (e.g.,  den¬ 
tist  chairs  and  dental  treatment  units, 
counters,  laboratory  benches  bolted  to  the 
floor,  dishw'ashers,  and  carpeting).  Such 
equipment  and  assets  will  be  considered  as 
not  being  permanently  fixed  to  the  building 
if  they  can  be  removed  without  the  need  for 
costly  or  extensive  alterations  or  repairs  to 
the  building  to  make  the  space  usable  for 
other  purposes.  Equipment  and  assets 
which  meet  these  criteria  will  be  subject  to 
the  six  and  two-thirds  percent  equipment 
use  allowance. 

(3)  A  reasonable  use  allowance  may  be  ne¬ 
gotiated  for  any  assets  that  are  considered 
to  be  fully  depreciated,  after  taking  into 
consideration  the  amount  of  depreciation 


previously  charged  to  the  Government,  the 
estimated  useful  life  remaining  at  the  time 
of  negotiation,  the  effect  of  any  increased 
maintenance  charges,  decreased  efficiency 
due  to  age,  and  any  othe  factors  pertinent 
to  the  utilization  of  the  asset  for  the  pur¬ 
pose  contemplated. 

d.  Except  as  otherwise  provided  in  b  and  c 
above,  a  combination  of  the  depreciation 
and  use  allowance  methods  may  not  be 
used,  in  like  circumstances,  for  a  single  class 
of  assets  (e.g.,  buildings,  office  equipmet, 
and  computer  equipment). 

e.  Charges  for  use  allowances  or  depreci¬ 
ation  must  be  supported  by  adequate  prop¬ 
erty  records,  and  physical  inventories  must 
be  taken  at  least  once  ?very  two  years  to 
ensure  that  the  assets  exist  and  are  usable, 
used,  and  needed.  Statistical  sampling  tech¬ 
niques  may  be  used  in  taking  these  inven¬ 
tories.  In  addition,  when  the  depreciation 
method  is  used,  adequate  depreciation  rec¬ 
ords  showing  the  amount  of  depreciation 
taken  each  period  must  also  be  maintained. 

10.  Donated  services  and  property.  The 
value  of  donated  services  and  property  are 
not  allowable  either  as  a  direct  or  indirect 
cost,  except  that  depreciation  or  use 
allowances  on  donated  assets  are  permitted 
in  accordance  with  Section  J9a.  The  value 
of  donated  services  and  property  may  be 
used  to  meet  cost  sharing  or  matching  re¬ 
quirements,  in  accordance  with  OMB  Circu¬ 
lar  No.  A-110. 

11.  Employee  morale,  health,  and  welfare 
costs  and  credits.  The  costs  of  house  publi¬ 
cations.  health  or  first-aid  clinics  and/or  in¬ 
firmaries,  recreational  activities,  employees, 
counseling  services,  and  other  expenses  in¬ 
curred  in  accordance  with  the  institution’s 
established  practice  or  custom  for  the  im¬ 
provement  of  working  conditions,  employer- 
employee  relations,  employee  morale,  and 
employee  performance,  are  allowable. 
Income  generated  from  any  of  these  activi¬ 
ties  will  be  credited  to  the  cost  thereof 
unless  such  income  has  been  irrevocably  set 
over  to  employee  welfare  organizations. 

12.  Entertainment  costs.  Costs  incurred 
for  amusment,  social  activities,  entertain¬ 
ment.  and  any  items  relating  thereto,  such 
as  meals,  lodging,  rentals,  transportation, 
and  gratuities,  are  unallowable. 

13.  Equipment  and  other  capital  expendi¬ 
tures. 

a.  For  purposes  of  this  paragraph,  the  fol¬ 
lowing  definitions  apply: 

(1)  Equipment  means  an  article  of  nonex¬ 
pendable  tangible  personal  property  having 
a  useful  life  or  more  than  two  years,  and  an 
acquisition  cost  of  $500  or  more  per  unit. 
However,  consistent  with  institutional 
policy,  lower  limits  may  be  established. 

(2)  Capital  expenditure  means  the  cost  of 
the  asset  including  the  cost  to  put  it  in 
place.  Capital  expenditure  for  equipment, 
for  example,  means  the  net  invoice  price  of 
the  equipment,  including  the  cost  of  any 
modifications,  attachments,  accessories,  or 
auxiliary  apparatus  necessary  to  make  it 
usable  for  the  purpose  for  which  it  is  ac¬ 
quired.  Ancillary  charges,  such  as  taxes, 
duty,  protective  intransit  insurance,  freight, 
and  installation  may  be  included  in,  or  ex¬ 
cluded  from,  capital  expenditure  cost  in  ac¬ 
cordance  with  the  institution’s  regular  ac¬ 
counting  practices. 

(3)  Special  purpose  equipment  means 
equipment  which  is  used  only  for  research, 
medical,  scientific,  or  other  technical  activi¬ 
ties. 
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(4)  General  purpose  equipment  means 
equipment,  the  use  of  which  is  not  limited 
only  to  research,  medical,  scientific  or  other 
technical  activities.  Examples  of  general 
purpose  equipment  include  office  equip¬ 
ment  and  furnishings,  air  conditioning 
equipment,  reproduction  and  printing 
equipment,  motor  vehicles,  and  automatic 
data  processing  equipment. 

b.  The  following  rules  of  allowability  shall 
apply  to  equipment  and  other  capital  ex¬ 
penditures; 

(1)  Capital  expenditures  for  general  pur¬ 
pose  equipment,  buildings,  and  the  land  are 
unallowable  as  direct  charges,  except  where 
approved  in  advance  by  the  sponsoring 
agency. 

(2)  Capital  expenditures  for  special  pur¬ 
pose  equipment  arc  allowable  as  direct 
charges,  provided  that  the  acqui.sition  of 
items  having  a  unit  cost  of  $1,000  or  more  is 
approved  in  advance  by  the  sponsoring 
agency. 

(3)  Capital  expenditures  for  improvements 
to  land,  buildings,  or  equipment  which  ma¬ 
terially  increase  their  value  or  useful  life 
are  unallowable  as  direct  charges,  except 
where  approved  in  advance  by  the  sponsor¬ 
ing  agency. 

(4)  Capital  expenditures  are  unallowable 
as  indirect  costs.  But  see  Section  J9  for 
allowability  of  depreciation  or  use  allowance 
on  buildings,  capital  improvements,  and 
equipment.  Also  see  Section  J33  for  allowa¬ 
bility  of  rental  costs  on  land,  buildings,  and 
equipment. 

14.  Fines  and  penalties.  Costs  resulting 
from  violations  of,  or  failure  of  the  institu¬ 
tion  to  comply  with.  Federal,  State,  and 
local  laws  and  regulations  are  unallowable, 
except  when  incurred  as  a  result  of  compli¬ 
ance  with  specific  provisions  of  the  spon¬ 
sored  agreement,  or  instructions  in  writing 
from  the  contracting  officer  or  equivalent. 

15.  Fringe  benefits. 

a.  Fringe  benefits  in  the  form  of  regular 
compensation  paid  to  employees  during  pe¬ 
riods  of  authorized  absences  from  the  job, 
such  as  for  annual  leave,  sick  leave,  military 
leave,  and  the  like,  are  allowable,  provided 
such  costs  are  distributed  to  all  institutional 
activities  in  proportion  to  the  relative 
amount  of  time  or  effort  actually  devoted 
by  the  employees.  See  Section  J35  for  treat¬ 
ment  of  sabbatical  leave. 

b.  Fringe  benefits  in  the  form  of  employer 
contributions  or  expenses  for  social  security, 
employee  insurance,  workmen’s  compensa¬ 
tion  insurance,  tuition  or  remission  of  tu¬ 
ition  for  individual  employees  or  their  fami¬ 
lies  and  the  like  are  allowable,  provided 
such  benefits  are  granted  in  accordance 
with  established  Institutional  policies,  and 
are  distributed  to  all  institutional  activities 
on  an  equitable  basis.  See  Section  J36b  for 
treatment  of  tuition  remission  provided  to 
students. 

c.  Rules  for  pension  plan  costs  are  as  fol¬ 
lows: 

(1)  Costs  of  the  institution’s  pension  plan 
which  are  incurred  in  accordance  with  the 
established  policies  of  the  institution  are  al¬ 
lowable,  provided  (a)  such  policies  meet  the 
test  of  reasonableness;  (b)  the  methods  of 
cost  allocation  are  equitable  for  all  activi¬ 
ties;  (c)  the  amount  of  pension  cost  assigned 
to  each  fiscal  year  is  determined  in  accord¬ 
ance  with  (2)  below;  and  (d)  the  cost  as¬ 
signed  to  a  given  fiscal  year  is  paid  or 
funded  for  all  plan  participants  within  six 
months  after  the  end  of  that  year. 
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(2)  The  amount  of  pension  cost  assigned 
to  each  fiscal  year  shall  be  determined  in  ac¬ 
cordance  with  generally  accepted  account¬ 
ing  principles.  Institutions  may  elect  to 
follow  the  "Cost  Accounting  Standard  for 
Composition  and  Measurement  of  Pension 
Cost’’(4CFR  Part  412). 

(3)  Premiums  paid  for  pension  plan  termi¬ 
nation  insurance  pursuant  to  the  Employee 
Retirement  Income  Security  Act  of  1974 
(Public  Law  93-406)  are  allowable.  Late  pay¬ 
ment  charges  on  such  premiums  are  un¬ 
allowable.  Excise  taxes  on  accumulated 
funding  deficiencies  and  prohibited  transac¬ 
tions  of  pension  plan  fiduciaries  imposed 
under  the  Employee  Retirement  Income  Se¬ 
curity  Act  are  also  unallowable. 

d.  Fringe  benefit  may  be  assigned  to  cost 
objectives  by  identifying  specific  benefits  to 
specific  individual  employees  or  by  allocat¬ 
ing  on  the  basis  of  the  salaries  and  wages  of 
the  employees  receiving  the  benefits.  When 
the  allocation  method  is  used,  separate  allo¬ 
cations  must  be  made  to  selective  groupings 
of  employees,  if  the  costs  in  relationship  to 
salaries  and  wages  differ  significantly  for 
different  groups  of  employees.  Also  fringe 
benefits  related  to  institutional  salaries  and 
wages  treated  as  direct  costs  may  be  treated 
as  direct  costs. 

16.  Insurance  and  indemnification. 

a.  Costs  of  insurance  required  or  approve, 
and  maintained,  pursuant  to  the  sponsored 
agreement,  are  allowable. 

b.  Costs  of  other  insurance  maintained  by 
the  institution  in  connection  with  the  gener¬ 
al  conduct  of  its  activities,  are  allowable 
subject  to  the  following  limitations;  (1) 
types  and  extent  and  cost  of  coverage  must 
be  in  accordance  with  sound  institutional 
practice;  (2)  costs  of  insurance  or  of  any 
contributions  to  any  reserve  covering  the 
risk  of  loss  of  or  damage  to  Government- 
owned  property  are  unallowable,  except  to 
the  extent  that  the  Government  has  specifi¬ 
cally  required  or  approved  such  costs;  and 
(3)  costs  of  insurance  on  the  lives  of  officers 
or  trustees  are  unallowable  except  where 
such  insurance  is  part  of  an  employee  plan 
which  is  not  unduly  restricted. 

c.  Contributions  to  a  reser\’e  for  a  self-in¬ 
surance  program  are  allowable,  to  the 
extent  that  the  types  of  coverage,  extent  of 
coverage,  and  the  rates  and  premiums  would 
have  been  allowed  had  insurance  been  pur¬ 
chased  to  cover  the  risks. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (whether 
tlirough  purchased  incurance  or  self-insur¬ 
ance)  are  unallowable,  unless  expressly  pro¬ 
vided  for  in  the  sponsored  agreement, 
except  that  costs  incurred  because  of  losses 
not  covered  under  existing  deductible 
clauses  for  insurance  coverage  provided  in 
keeping  with  sound  management  practice  as 
well  as  minor  losses  not  covered  by  insur¬ 
ance,  such  as  spoilage,  breakage  and  disap¬ 
pearance  of  small  hand  tools,  which  occur  in 
the  ordinary  course  of  operations,  are  allow¬ 
able. 

e.  Indemnification  includes  securing  the 
institution  against  liabilities  to  third  per¬ 
sons  and  other  losses  not  compensated  by 
insurance  or  otherwise.  The  Government  is 
obligated  to  indemnify  the  institution  only 
to  the  extent  expressly  provided  for  in  the 
sponsored  agreement,  except  as  provided  in 
d  above. 

17,  Interest,  fund  raising,  and  investment 
management  costs. 

a.  Costs  incurred  for  interest  on  borrowed 
capital  or  temporary  use  of  endowment 
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funds,  however  represented,  are  unallowa¬ 
ble. 

b.  Costs  of  organized  fund  raising,  includ¬ 
ing  financial  campaigns,  endowment  drives, 
solicitation  of  gifts  and  bequests,  and  simi¬ 
lar  expenses  incurred  solely  to  raise  capital 
or  obtain  contributions,  are  unallowable. 

c.  Costs  of  investment  counsel  and  staff 
and  similar  expenses  incurred  solely  to  en¬ 
hance  income  from  investments  are  un- 
allow'able. 

d.  Costs  related  to  the  physical  custody 
and  control  of  monies  and  securities  are  al¬ 
lowable. 

18.  Labor  relations  costs.  Costs  incurred  in 
maintaining  satisfactory  relations  between 
the  institution  and  its  employees,  including 
costs  of  labor  management  committees,  im- 
ployees’  publications,  and  other  related  ac¬ 
tivities,  are  allowable. 

19.  Losses  on  other  sponsered  agreements 
or  contracts.  Any  excess  of  costs  over 
income  under  any  other  sponsored  agree¬ 
ment  or  contract  of  any  nature  is  unallowa¬ 
ble.  This  includes,  but  is  not  limited  to,  the 
institution’s  contributed  portion  by  reason 
of  cost-sharing  agreements  or  any  under-re¬ 
coveries  through  negotiation  of  flat 
amounts  for  indirect  costs. 

20.  Maintenance  and  repair  costs.  Costs 
incurred  for  necessary  maintenance,  repair 
or  upkeep  of  property  (including  Govern¬ 
ment  property  unless  otherwise  provided 
for)  which  neither  add  to  the  permanent 
value  of  the  property  nor  appreciably  pro¬ 
long  its  intended  life  but  keep  it  in  an  effi¬ 
cient  operating  condition,  are  allowable. 

21.  Material  costs.  Costs  incurred  for  pur¬ 
chased  materials,  supplies,  and  fabricated 
parts  directly  or  indirectly  related  to  the 
sponsored  agreement,  are  allowable.  Pur¬ 
chases  made  specifically  for  the  sponsored 
agreement  should  be  charged  thereto  at 
their  actual  prices  after  deducting  all  cash 
discounts,  trade  discounts,  rebates,  and 
allowances  received  by  the  institution. 
Withdrawals  from  general  stores  or  stock- 
rooms  should  be  charged  at  their  cost  under 
any  recognized  method  of  pricing  stores 
withdrawals  conforming  to  sound  account¬ 
ing  practices  consistently  followed  by  the  in¬ 
stitution.  Incoming  transportation  charges 
are  a  proper  part  of  material  cost.  Direct 
material  cost  should  include  only  the  mate¬ 
rials  and  supplies  actually  used  for  the  per¬ 
formance  of  the  sponsored  agreement,  and 
due  credit  should  be  given  for  any  excess 
materials  retained,  or  returned  to  vendors. 
Due  credit  should  be  given  for  all  proceeds 
or  value  received  for  any  scrap  resulting 
from  work  under  the  sponsored  agreement. 
Where  Government-donated  or  furnished 
material  is  used  in  performing  the  spon¬ 
sored  agreement,  such  material  will  be  used 
without  charge. 

22.  Memberships,  subscriptions  and  profes¬ 
sional  activity  costs. 

a.  Costs  of  the  institution’s  membership  in 
civic,  business,  technical,  and  professional 
organizations  are  allowable. 

b.  Costs  of  the  institution’s  subscriptions 
to  civic,  busine.ss,  professional,  and  technical 
periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences, 
when  the  primary  purpose  is  the  dissemina¬ 
tion  of  technical  information,  are  allowable. 
This  includes  costs  of  meals,  transportation, 
rental  of  facilities,  and  other  items  inciden¬ 
tal  to  such  meetings  or  conferences. 

23.  Patent  costs.  Costs  of  preparing  disclo¬ 
sures,  reports,  and  other  documents  re¬ 
quired  by  the  sponsored  agreement,  and  of 
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searching  the  art  to  the  extent  necessary  to 
make  such  invention  disclosures,  are  allow¬ 
able.  In  accordance  with  the  clauses  of  the 
sponsored  agreement  relating  to  patents, 
costs  of  preparing  documents  and  any  other 
patent  costs,  in  connection  with  the  filing  of 
a  patent  application  where  title  is  conveyed 
to  the  Government,  are  allowable.  (See  also 
Section  J34.) 

24.  Plant  security  costs.  Necessary  ex¬ 
penses  incurred  to  comply  with  security  re¬ 
quirements.  including  wages,  uniforms  and 
equipment  of  personnel  engaged  in  plant 
protection,  are  allow  able. 

25.  Preagreenient  costs.  Costs  incurred 
prior  to  the  effective  date  of  the  spon-sored 
agreement,  whether  or  not  they  would  have 
been  allowable  thereunder  if  incurred  after 
such  date,  are  unallowable  unless  approved 
by  the  sponsoring  agency. 

26.  Professional  sen  ices  costs. 

a.  Costs  of  professional  services  rendered 
by  the  members  of  a  particular  profession 
who  are  not  employees  of  the  institution  are 
allowable,  subject  to  b  and  c  below,  when 
reasonable  in  relation  to  the  seiadces  ren¬ 
dered  and  when  not  contingent  upon  recov¬ 
ery  of  ttie  costs  from  the  Government.  Re¬ 
tainer  fees  to  be  allow'able  must  be  reason¬ 
ably  supported  by  evidence  of  services  ren¬ 
dered. 

b.  Factors  to  be  considered  in  determining 
the  allowability  of  costs  in  a  particular  case 
include  (1)  the  past  pattern  of  such  costs, 
particularly  in  the  years  prior  to  the  award 
of  sponsored  agreements;  (2)  the  impact  of 
sponsored  agreements  on  the  institution’s 
totaV  activity;  (3)  the  nature  and  scope  of 
managerial  sen  ices  expected  of  the  institu¬ 
tion’s  own  organizations;  and  (4)  whether 
the  proportion  of  Gov'ernment  work  to  the 
institution's  total  activity  is  such  as  to  influ¬ 
ence  the  institution  in  favor  of  incurring 
the  cost,  particularly  where  the  senices  ren¬ 
dered  are  not  of  a  continuing  nature  and 
have  little  relationship  to  work  under  spon¬ 
sored  agreements. 

c.  Costs  of  legal,  accounting,  and  consult¬ 
ing  services,  and  related  costs,  incurred  in 
connection  with  the  prosecution  of  claims 
against  the  Government,  are  unallowable. 
Co.sts  of  legal,  accounting  and  consulting 
services,  and  related  costs,  incurred  in  con¬ 
nection  with  patent  infringement  litigation 
are  unallowable  unless  otherwise  provided 
for  in  1  he  sponsored  agreements. 

27.  Profits  and  losses  on  disposition  of 
plant  equipment  or  other  capital  assets. 
Profits  or  losses;  arising  from  the  sale  or  ex¬ 
change  of  plant,  facilities,  equipment  or 
other  capital  assets,  including  sale  or  ex¬ 
change  of  either  short-term  or  long-term  in¬ 
vestments.  shall  not  be  coasidered  in  com¬ 
puting  the  co.sts  of  sponsored  agreements 
except  for  pension  plans  as  provided  in  Sec¬ 
tion  J15c.  When  assets  acquired  with  F’eder- 
al  funds,  in  part  or  wholly,  are  disposed  of, 
the  distj^bution  of  the  proceeds  shall  be 
made  in  accordance  with  Attachment  N. 
OMB  Circular  No.  A-llO. 

28.  Proposal  costs.  Proposal  costs  are  the 
costs  of  preparing  bids  or  proposals  on  po¬ 
tential  Government  and  nongovernment 
sponsored  agreements  or  projects,  including 
the  development  of  data  necessary  to  sup¬ 
port  the  institution’s  bids  or  proposals.  Pro¬ 
posal  costs  of  the  current  accounting  period 
of  both  successful  and  unsucces.sful  bids  and 
proposals  normally  should  be  treated  as  in¬ 
direct  costs  and  allocated  currently  to  all  ac¬ 
tivities  of  the  institution,  and  no  proposal 
costs  of  past  accounting  periods  w'ill  be  allo- 
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cable  to  the  current  period.  However,  the  in¬ 
stitution’s  established  practices  may  be  to 
treat  proposal  costs  by  some  other  recog¬ 
nized  method.  Regardless  of  the  method 
used,  the  results  obtained  may  be  accepted 
only  if  found  to  be  reasonable  and  equita¬ 
ble. 

29.  Public  information  services  costs.  Cost 
of  news  releases  pertaining  to  specific  re¬ 
search  or  scientific  accomplishment  are  al¬ 
lowable,  when  they  result  from  performance 
of  sponsored  agreements. 

30.  Rearrangement  and  alteration  costs. 
Cost  incurred  for  ordinary  or  normal  rear¬ 
rangement  and  alteration  of  facilities  are  al¬ 
lowable.  Special  arrangement  and  alteration 
costs  incurred  specifically  for  the  project 
are  allowable  when  such  work  has  been  ap¬ 
proved  in  advance  by  the  sponsoring  agency. 

31.  Reconversion  costs.  Costs  incurred  in 
the  restoration  or  rehabilitation  of  the  insti¬ 
tution’s  facilities  to  approximately  the  same 
condition  existing  immediately  prior  to  com¬ 
mencement  of  a  sponsored  agreement,  fair 
wear  and  tear  excepted,  are  allowable. 

32.  Recruiting  costs. 

a.  Subject  to  b,  c,  and  d  below,  and  pro¬ 
vided  that  the  size  of  the  staff  recruited  and 
maintained  is  in  keeping  with  workload  re¬ 
quirements.  costs  of  “help  wanted’’  advertis¬ 
ing,  operating  costs  of  an  employment  office 
necessary  to  secure  and  maintain  an  ade¬ 
quate  staff,  costs  of  operating  an  aptitude 
and  educational  testing  program,  travel 
costs  of  employees  while  engaged  in  recruit¬ 
ing  personnel,  travel  costs  of  applicants  for 
internews  for  prospective  employment,  and 
relocation  costs  incurred  incident  to  recruit¬ 
ment  of  new'  employees,  are  allowable  to  the 
extent  that  such  costs  are  incurred  pursu¬ 
ant  to  a  well  managed  recruitment  program. 
Where  the  institution  uses  employment 
agencies,  costs  not  in  excess  of  standard 
commercial  rates  for  such  ser\'ices  are  allow¬ 
able. 

b.  In  publications,  costs  of  help  wanted  ad¬ 
vertising  that  includes  color,  includes  adver¬ 
tising  material  for  other  than  recruitment 
purposes,  or  is  exce.ssive  in  size  (taking  into 
consideration  recruitment  purposes  for 
which  intended  and  normal  institutional 
practices  in  this  re.spect),  are  unallowable. 

c.  Costs  of  help  wanted  advertising,  special 
emoluments,  fringe  benefits,  and  salary 
allowances  incurred  to  attract  profe.ssionsl 
personnel  from  other  institutions  that  do 
not  meet  the  test  of  reasonableness  or  do 
not  conform  with  the  e.stabllshed  practices 
of  the  institution,  are  unallowable. 

d.  Where  relocation  co.sts  incurred  inci¬ 
dent  to  recruitment  of  a  new  employee  have 
been  allowed  either  as  an  allocable  direct  or 
indirect  cost,  and  the  newly  hired  employee 
resigns  for  reasons  within  his  control  within 
twelve  months  after  hire,  the  institution 
will  be  requi;  ed  to  refund  or  credit  such  re¬ 
location  costs  to  the  Government. 

33.  Rental  cost  of  buildings  and  equip¬ 
ment 

a.  Rental  costs  of  buildings  or  equipment 
are  ailow'able  to  the  extent  that  the  decision 
to  rent  or  lease  is  in  accord  with  Section  C- 
3.  Rental  arrangements  should  be  reviewed 
periodically  to  determine  if  circumstances 
have  changed  and  other  options  are  availa¬ 
ble. 

b.  Rental  costs  under  “sale  and  lease 
back"  arrangements  are  allowable  only  up 
to  the  amount  that  would  be  allowed  if  the 
institution  continued  to  own  the  property. 

c.  Rental  costs  under  “less-than-arms- 
length”  leases  are  allowable  only  up  to  the 


amount  that  would  be  allowed  if  the  institu¬ 
tion  owned  the  property.  For  this  purpose,  a 
“less-than-arms-length”  lease  is  one  under 
whicl)  one  party  to  the  lease  agreement  is 
able  to  control  or  substantially  influence 
the  actions  of  the  other. 

d.  Where  significant  rental  costs  are  in¬ 
curred  under  leases  which  create  a  material 
equity  in  the  leased  property,  they  are  al¬ 
lowable  only  up  to  the  amount  that  would 
be  allowed  if  the  institution  purchased  the 
property  on  the  date  the  lease  agreement 
was  executed.  For  this  purpose,  a  material 
equity  in  the  property  exists  when  the  lease; 

(1)  is  noncancelable  or  is  cancelable  only 
upon  the  occurrence  of  some  remote  contin¬ 
gency,  and 

(2)  has  one  or  more  of  the  following  char¬ 
acteristics: 

(a)  Title  to  the  property  passes  to  the  in¬ 
stitution  at  some  time  during  or  after  the 
lease  period. 

tb)  The  term  of  the  lease  corresponds  sub¬ 
stantially  to  the  estimated  useful  life  of  the 
property  (i.e.,  the  period  of  economic  useful¬ 
ness  to  the  legal  owner  of  the  property), 

(c)  The  initial  term  is  less  than  the  useful 
life  of  the  property  and  the  institution  has 
the  option  to  renew  the  lease  for  the  re¬ 
maining  useful  life  at  substantially  less  than 
fair  rental  value. 

(d)  The  property  w'as  acquired  by  the 
leasor  to  meet  the  special  needs  of  the  insti¬ 
tution  and  will  probably  be  usuable  only  for 
that  purpose  and  only  by  the  institution. 

(e)  The  institution  has  the  right,  during 
or  at  the  expiration  of  the  lease,  to  pur¬ 
chase  the  property  at  a  price  which  at  the 
inception  of  the  lease  appears  to  be  substan¬ 
tially  less  that  the  probable  fair  market 
value  at  the  time  it  is  permitted  to  purchase 
the  property  (commonly  called  a  lease  with 
a  bargain  purchase  option),  except  for  any 
discount  normally  given  to  educational  in¬ 
stitutions. 

34.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amortiza¬ 
tion  of  the  cost  of  acquiring  a  patent  or  in¬ 
vention  or  rights  thereto,  neces.sary  for  the 
proper  performance  of  the  sponsored  agree¬ 
ment  and  applicable  to  tasks  or  processes 
thereunder,  are  allowable  unless  the  Gov¬ 
ernment  has  a  license  or  the  right  to  free 
use  of  the  patent,  the  patent  has  been  adju¬ 
dicated  to  be  invalid  or  has  been  administra¬ 
tively  determined  to  be  invalid,  the  patent  is 
considered  to  be  unenforceable,  or  the 
patent  has  expired. 

35.  Sabbatical  leave  costs.  Costs  of  leave 
of  absence  by  employees  for  performance  of 
graduate  work  or  sabbatical  study,  travel,  or 
research  are  allowable  provided  the  institu¬ 
tion  has  a  uniform  policy  on  sabbatical 
leave  for  persons  engagd  in  instruction  and 
persons  engaged  in  research.  Such  costs  will 
be  allocated  on  an  equitable  basis  among  all 
related  act'vitics  of  the  institution.  Where 
sabbatical  leave  is  included  in  fringe  bene¬ 
fits  for  which  a  cost  is  determined  for  a.s- 
sessment  as  a  direct  charge,  the  aggregate 
amount  of  such  assessments  applicable  to 
all  work  of  the  institution  during  the  base 
period  must  be  reasonable  in  relation  to  the 
institution’s  actual  experience  under  its  sab¬ 
batical  leave  policy. 

36.  Scholarships  and  student  aid  costs. 

a.  Costs  of  scholarships,  fellowships,  and 
other  programs  of  student  aid  are  allowable 
only  when  the  purpose  of  the  sponsored 
agreement  is  to  provide  training  to  selected 
participants  and  the  charge  is  approved  by 
the  sponsoring  agency.  However,  tuition  re- 
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mission  and  other  forms  of  compensation 
paid  as,  or  in  lieu  of.  wages  to  students  per¬ 
forming  necessary  work  are  allowable  pro¬ 
vided  that  (1)  there  is  a  bonafide  employer- 
employee  relationship  between  the  student 
and  the  institution  for  the  work  performed, 
(2)  the  tuition  or  other  payments  are  rea¬ 
sonable  compensation  for  the  work  per¬ 
formed  and  are  conditioned  explicitly  upon 
the  performance  of  necessary  work,  and  (3) 
it  is  the  institution's  practice  to  similarly 
compensate  students  in  nonsponsored  as 
well  as  sponsored  activities. 

b.  Charges  for  tuition  remission  and  other 
forms  of  compensation  paid  to  students  as. 
or  in  lieu  of,  salaries  and  wages  shall  be  sub¬ 
ject  to  the  reporting  requirements  stipulat¬ 
ed  in  Section  J6,  and  shall  be  treated  as 
direct  or  indirect  cost  in  accordance  with 
the  actual  work  being  performed.  Tuition 
remission  may  be  charged  on  an  average 
rate  basis. 

37.  Severance  pay. 

a.  Severance  pay  is  compensation  in  addi¬ 
tion  to  regular  salary  and  wages  which  is 
paid  by  an  institution  to  employees  whose 
services  are  being  terminated.  Costs  of  sev¬ 
erance  pay  are  allowable  only  to  the  extent 
that  such  payments  are  required  by  law,  by 
employer-employee  agreement,  by  estab¬ 
lished  policy  that  constitutes  in  effect  an 
implied  agreement  on  the  institution's  part, 
or  by  circumstances  of  the  particular  em¬ 
ployment. 

b.  Severance  payments  that  are  due  to 
normal  recurring  turnover  and  which  other¬ 
wise  meet  the  conditions  of  a  above  may  be 
allowed  provided  the  actual  costs  of  such 
severance  payments  are  regarded  as  ex¬ 
penses  applicable  to  the  current  fiscal  year 
and  are  equitably  distributed  among  the  in¬ 
stitution’s  activities  during  that  period. 

c.  Severance  payments  that  are  due  to  ab¬ 
normal  or  mass  terminations  are  of  .such 
conjectural  nature  that  allowability  must  be 
determined  on  a  case-by-case  basis.  Howev¬ 
er,  the  Government  recognizes  its  obligation 
to  participate,  to  the  extent  of  its  fair  share, 
in  any  specific  payment. 

38.  Specialized  service  facilities. 

a.  The  costs  of  institutional  services  in¬ 
volving  the  use  of  highly  complex  or  special¬ 
ized  facilities  such  as  electronic  computers, 
wind  tuiuiels,  and  reactors  are  allowable, 
provided  the  charge  for  the  service  meets 
the  conditions  of  b  through  d  below. 

b.  The  cost  of  each  service  normally  shall 
consist  of  both  its  direct  costs  and  its  alloca¬ 
ble  share  of  indirect  costs  with  deductions 
for  appropriate  income  or  Federal  financing 
as  describing  in  Section  C5. 

c.  The  cost  of  such  institutional  services 
when  material  in  amount  will  be  charged  di¬ 
rectly  to  users,  including  sponsored  agree¬ 
ments  based  on  actual  use  of  the  services 
and  a  schedule  of  rates  that  does  not  dis¬ 
criminate  between  federally  and  nonfederal- 
ly  supported  activities  of  the  institution,  in¬ 
cluding  used  by  the  institution  for  internal 
purposes.  Charges  for  the  use  of  specialized 
facilities  should  be  designed  to  recover  not 
more  than  the  aggregate  cost  of  the  services 
over  a  long-term  period  agreed  to  by  the  in¬ 
stitution  and  the  cognizant  Federal  agency. 
Accordingly,  it  is  not  necessary  that  the 
rates  charged  for  services  be  equal  to  the 
cost  of  providing  those  services  during  any 
one  fiscal  year  as  long  as  rates  are  reviewed 
periodically  for  consistency  with  the  long¬ 
term  plan  and  adjusted  if  necessary. 

d.  Where  the  costs  incurred  for  such  insti¬ 
tutional  services  are  not  material,  they  may 


be  allocated  as  Indirect  costs.  Such  arrange¬ 
ments  must  be  agreed  to  by  the  institution 
and  the  cognizant  Federal  agency. 

e.  Where  it  is  in  the  best  interest  of  the 
Government  and  the  institution  to  establish 
alternative  costing  arrangements,  such  ar¬ 
rangements  may  be  worked  out  with  the 
cognizant  Federal  agency. 

39.  Special  services  costs.  Costs  incurred 
for  general  public  relations  activities, 
alumni  activities,  and  similar  services,  are 
unallowable. 

40.  Student  activity  costs.  Costs  incurred 
for  intramural  activities,  student  publica¬ 
tions.  student  clubs,  and  other  student  ac¬ 
tivities,  are  unallowable,  unless  specifically 
provided  for  in  the  sponsored  agreements. 

41.  Taxes. 

a.  In  genera],  taxes  which  the  institution 
is  required  to  pay  and  which  are  paid  or  ac¬ 
crued  in  accordance  with  generally  accepted 
accounting  principles  are  allowable.  Pay¬ 
ments  made  to  local  governments  in  lieu  of 
taxes  which  are  commensurate  with  the 
local  government  ^rvices  received  are  al¬ 
lowable,  except  for  (1)  taxes  from  which  ex¬ 
emptions  are  available  to  the  Institution  di¬ 
rectly  or  which  are  available  to  the  institu¬ 
tion  based  on  an  exemption  afforded  the 
Government,  and  in  the  latter  case  when 
the  sponsoring  agency  makes  available  the 
nece.ssary  exemption  certificates;  and  (2) 
special  assesssments  on  land  which  repre¬ 
sent  capital  improvements. 

b.  Any  refund  of  taxes,  interest,  or  penal¬ 
ties,  and  any  payment  to  the  institution  of 
interest  thereon,  attributable  to  taxes,  in¬ 
terest,  or  penalties  which  were  allowed  as 
sponsored  agreement  costs,  will  be  credited 
or  paid  to  the  Government  In  the  manner 
directed  by  the  Government.  However,  any 
interest  actually  paid  or  credited  to  an  insti¬ 
tution  incident  to  a  refund  of  tax,  interest, 
and  penalty  will  be  paid  or  credited  to  the 
Government  only  to  the  extent  that  such 
interest  accrued  over  the  period  during 
which  the  institution  had  been  reimbursed 
by  the  Government  for  the  taxes,  interest, 
and  penalties. 

42.  Transportation  costs.  Costs  incurred 
for  freight,  express,  cartage,  postage,  and 
other  transportation  services  relating  either 
to  goods  purchased,  in  process,  or  delivered, 
are  allowable.  When  such  costs  can  readily 
be  identified  with  the  items  involved,  they 
may  be  charged  directly  as  transportation 
costs  or  added  to  the  cost  of  such  items. 
Where  identification  with  the  materials  re¬ 
ceived  cannot  readily  be  made,  inbound 
transportation  costs  may  be  charged  to  the 
appropriate  indirect  cost  accounts  if  the  in¬ 
stitution  follows  a  consistent,  equitable  pro¬ 
cedure  in  this  respect.  Outbound  freight,  if 
reimbursable  under  the  terms  of  the  spon¬ 
sored  agreement,  should  be  treated  as  a 
direct  cost. 

43.  Travel  costs. 

a.  Travel  costs  are  the  expenses  for  trans¬ 
portation,  lodging,  subsistence,  and  related 
items  incurred  by  employees  who  are  in 
travel  status  on  official  business  of  the  insti¬ 
tution.  Such  costs  may  be  charged  on  an 
actual  basis,  on  a  per  diem  or  mileage  basis 
in  lieu  of  actual  costs  incurred,  or  on  a  com¬ 
bination  of  the  two,  provided  the  method 
used  is  applied  to  an  entire  trip  and  not  to 
selected  days  of  the  trip,  and  results  in 
charges  consistent  with  those  normally  al¬ 
lowed  by  the  institution  in  its  regular  oper¬ 
ations. 

b.  Travel  costs  are  allowable  subject  to  c. 

d.  e,  and  f  below,  when  they  are  directly  at¬ 


tributable  to  specific  work  under  a  spon¬ 
sored  agreement  or  are  Incurred  in  the 
normal  course  of  administration  of  the  insti¬ 
tution  or  a  department  or  program  thereof. 

c.  The  difference  in  cost  between  first- 
class  air  accommodations  and  less  than 
first-class  air  accommodations  is  unallowa¬ 
ble  except  when  less  than  first-class  air  ac¬ 
commodations  are  not  reasonably  available 
to  meet  necessary  mission  requirements, 
such  as  where  less  than  first-class  accommo¬ 
dations  would  ( 1 )  require  circuitous  routing, 
(2)  require  travel  during  unreasonable 
hours,  (3)  greatly  increase  the  duration  of 
the  flight,  (4)  result  in  additional  costs 
which  would  offset  the  transportation  sav¬ 
ings,  or  (5)  offer  accommodations  which  are 
not  reasonably  adequate  for  the  medical 
needs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a  spe¬ 
cial  or  mass  nature  are  allowable  only  when 
authorized  or  approved  in  writing  by  the 
sponsoring  agency  or  its  authorized  repre¬ 
sentative. 

e.  Foreign  travel  costs  are  allowable  only 
when  the  travel  has  received  specific  prior 
approval.  Each  separate  foreign  trip  must 
be  specifically  approved.  For  purposes  of 
this  provision,  foreign  travel  is  defined  as 
any  travel  outside  of  Canada  and  the  United 
States  and  its  territories  and  possessions. 
However,  for  an  organization  located  out¬ 
side  Canada  and  the  United  States  and  its 
territories  and  possessions,  foreign  travel 
means  travel  outside  that  country. 

f.  Domestic  travel  costs  are  allowable 
when  permitted  by  the  sponsored  agree¬ 
ment.  Expenditures  for  such  travel  will  not 
be  allowed  if  they  exceed  the  amount  speci¬ 
fied  by  more  than  25%  or  $500,  whichever  is 
greater,  except  with  an  advanced  approval 
of  the  sponsoring  agency. 

44.  Termination  costs  applicable  to  spon¬ 
sored  agreements. 

a.  Termination  of  sponsored  agreements 
generally  gives  rise  to  the  incurrence  of 
costs  or  to  the  need  for  special  treatment  of 
costs,  which  would  not  have  arisen  had  the 
agreement  not  been  terminated.  Items  pecu¬ 
liar  to  termination  are  set  forth  below.  They 
are  to  be  used  in  conjunction  with  all  other 
provisions  of  this  Circular  in  the  case  of  ter¬ 
mination. 

b.  The  co.st  of  common  items  of  material 
reasonably  usable  on  the  institution’s  other 
work  will  not  be  allowable  unless  the  insti¬ 
tution  submits  evidence  that  it  could  not 
retain  such  items  at  cost  without  sustaining 
a  loss.  In  deciding  whether  such  items  are 
reasonably  usable  on  other  work  of  the  in¬ 
stitution,  consideration  should  be  given  to 
the  institution’s  plans  and  orders  for  cur¬ 
rent  and  scheduled  work.  Contemporaneous 
purchases  of  common  items  by  the  institu¬ 
tion  will  be  regarded  as  evidence  that  such 
items  are  reasonably  usable  on  the  institu¬ 
tion’s  other  work.  Any  acceptance  of 
conunon  items  as  allowable  to  the  terminat¬ 
ed  portion  of  the  agreement  should  be  limit¬ 
ed  to  the  extent  that  the  quantities  of  such 
items  on  hand,  in  transit,  and  on  order  are 
in  excess  of  the  reasonable  quantitative  re¬ 
quirements  of  other  work. 

c.  If  in  a  particular  case,  despite  all  rea¬ 
sonable  efforts  by  the  institution,  certain 
costs  cannot  be  discontinued  immediately 
after  the  effective  date  of  termination,  such 
costs  are  generally  allowable  within  the 
limitations  set  forth  in  this  Circular,  except 
that  any  such  costs  continuing  after  termi¬ 
nation  due  to  the  negligent  or  willful  failure 
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of  the  institution  to  discontinue  such  costs 
will  be  considered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling, 
and  special  machinery  and  equipment  is 
generally  allowable,  provided  (1)  such  spe¬ 
cial  tooling,  machinery,  or  equipment  is  not 
reasonably  capable  of  use  in  the  other  work 
of  the  institution:  (2)  the  interest  of  the 
Government  is  protected  by  transfer  of  title 
or  by  other  means  deemed  appropriate  by 
the  contracting  officer  or  equivalent;  and 
(3)  the  loss  of  useful  value  as  to  any  one  ter¬ 
minated  agreement  is  limited  to  that  por¬ 
tion  of  the  acquisition  cost  which  bears  the 
same  ratio  to  the  total  acquisition  cost  as 
the  terminated  portion  of  the  agreement 
bears  to  the  entire  terminated  agreement 
and  other  Government  agreements  for 
which  the  special  tooling,  special  machin¬ 
ery.  or  equipment  was  acquired. 

e.  Rental  costs  under  unexpired  leases  are 
generally  allowable  where  clearly  shown  to 
have  been  reasonably  necessary  for  the  per¬ 
formance  of  the  terminated  agreement,  less 
the  residual  value  of  such  leases,  if  (1)  the 
amount  of  such  rental  claimed  does  not 
exceed  the  reasonable  use  value  of  the  prop¬ 
erty  leased  for  the  period  of  the  agreement 
and  such  further  period  as  may  be  reason¬ 
able;  and  (2)  the  institution  makes  all  rea¬ 
sonable  efforts  to  terminate,  assign,  settle, 
or  otherwise  reduce  the  cost  of  such  lease. 
There  also  may  be  included  the  cost  of  al¬ 
terations  of  such  leased  property,  provided 
such  alterations  were  necessary  for  the  per¬ 
formance  of  the  agreement,  and  of  reason¬ 
able  restoration  required  by  the  provisions 
of  the  lease. 

f.  Settlement  expenses  including  the  fol¬ 
lowing  are  generally  allowable:  (1)  account¬ 
ing,  legal,  clerical,  and  similar  costs  reason¬ 
ably  necessary  for  the  preparation  and  pres¬ 
entation  to  contracting  officers  or  equiva¬ 
lent  of  settlement  claims  and  supporting 
data  with  respect  to  the  terminated  portion 
of  the  agreement,  and  the  termination  and 
settlement  of  subagreements;  and  (2)  rea¬ 
sonable  costs  for  the  storage,  transporta¬ 
tion,  protection,  and  disposition  of  property 
provided  by  the  Government  or  acquired  or 
produced  by  the  institution  for  the  agree¬ 
ment,  except  when  the  institution  is  reim¬ 
bursed  for  disposals  at  a  predetermined 
amount  in  accordance  with  the  provisions  of 
Circular  No.  A-110. 

g.  Claims  under  subagreements,  including 
the  allocable  portion  of  claims  which  are 
common  to  the  agreement  and  to  other 
work  of  the  institution,  are  generally  allow¬ 
able. 


K.  CERTIFICATION  OF  CHARGES 

To  assure  that  expenditures  for  sponsored 
agreements  are  proper  and  in  accordance 
with  the  agreement  documents  and  ap¬ 
proved  project  budgets,  the  annual  and/or 
final  fiscal  reports  or  vouchers  requesting 
payment  under  the  agreements  will  include 
a  certification,  signed  by  an  authorized  offi¬ 
cial  of  the  university,  which  reads  essential¬ 
ly  as  follows:  ‘T  certify  that  all  expenditures 
reported  (or  payment  requested)  are  for  ap¬ 
propriate  purposes  and  in  accordance  with 
the  provisions  of  the  application  and  award 
documents." 
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